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PART I

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as
amended, or the Exchange Act. Our actual results could differ materially from those set forth in each forward-looking
statement. Certain factors that might cause such a difference are discussed in this report, including in the section
entitled “Forward-Looking Statements” included elsewhere in this Annual Report on Form 10-K. You should also
review the section entitled "Risk Factors" in Item 1A of this Annual Report on Form 10-K for a discussion of various
risks that could adversely affect us. Unless the context otherwise requires or indicates, references to the "Company",
"we", "our" or "us" refers to Preferred Apartment Communities, Inc., a Maryland corporation, together with its
consolidated subsidiaries, including Preferred Apartment Communities Operating Partnership, L.P., or our Operating
Partnership.

Item  1. Business

Development of the Company

Preferred Apartment Communities, Inc. was formed as a Maryland corporation on September 18, 2009 and has elected
to be taxed as a real estate investment trust, or REIT, under the Internal Revenue Code of 1986, as amended, or the
Code, effective with its tax year ended December 31, 2011. The Company was formed primarily to own and operate
multifamily properties and, to a lesser extent, own and operate student housing properties, grocery anchored shopping
centers and strategically located, well leased class A office buildings, all in select targeted markets throughout the
United States.  As part of our business strategy, we may enter into forward purchase contracts or purchase options for
to-be-built multifamily communities and we may make real estate related loans, provide deposit arrangements, or
provide performance assurances, as may be necessary or appropriate, in connection with the development of
multifamily communities.  As a secondary strategy, we may acquire or originate senior mortgage loans, subordinate
loans or real estate loans secured by interests in multifamily properties, membership or partnership interests in
multifamily properties and other multifamily related assets and invest a portion of our assets in other real estate related
investments, including other income-producing property types, senior mortgage loans, subordinate loans or real estate
loans secured by interests in other income-producing property types, membership or partnership interests in other
income-producing property types as determined by our manager as appropriate for us.

Our consolidated financial statements include the accounts of the Company and the Operating Partnership. The
Company controls the Operating Partnership through its sole general partnership interest and has and plans to continue
to conduct substantially all its business through the Operating Partnership. For the year ended December 31, 2018, the
Company held an approximate 97.5% weighted average ownership percentage in the Operating Partnership.

Pursuant to the First Amendment to the Fifth Amended and Restated Management Agreement, which was effective
January 1, 2016, we replaced the acquisition fee owed to the Manager in connection with acquiring real property with
a loan coordination fee that was payable in relation to the amount of new debt financed or outstanding debt assumed
secured directly by any of our owned real estate asset or the additional amount of any supplemental financing secured
directly any of our owned real estate assets. In addition, the First Amendment to the Fifth Amended and Restated
Management Agreement changes the name of the fee paid on loans originated by the Company from an "acquisition
fee" to a "loan coordination fee."

As of July 1, 2017, the Manager reduced the loan coordination fee from 1.6% to 0.6% of the amount of assumed, new
incremental or refinanced debt which leverages acquired real estate assets. In addition, the Manager reinstated a 1%
acquisition fee charged on the cost of acquired real estate assets, which had historically been charged prior to its
replacement effective January 1, 2016 by the 1.6% loan coordination fee. These changes were put in place to reflect a
shift in the efforts of the Manager in property acquisitions.
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As referred to herein, the Sixth Amended and Restated Management Agreement, as it may be amended, effective as of
June 3, 2016, among the Company, our Operating Partnership and our Manager is referred to as the Management
Agreement. We have no employees of our own; our Manager provides all managerial and administrative personnel to
us pursuant to the Management Agreement. We also pay asset management fees, general and administrative expense
fees, property management fees, construction management fees, leasing fees related to the management of our real
estate portfolio (which may be waived solely at our discretion and recognized at a later date upon certain conditions),
and disposition fees on the sale of a real estate asset. In addition, our Manager has no obligation to provide our board
of directors with prior notice of a proposed investment transaction, but leaves intact our Manager’s obligation to notify
the board of directors within 30 days following completion of an investment transaction.

Both our Manager and our Operating Partnership are related parties to us.

1
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At December 31, 2018, our portfolio of current and potential real estate assets consisted of:

Owned as
of
December
31, 2018

Potential
additions
from real
estate loan
investment
portfolio (1)

(2)

Potential
total

Multifamily communities:
Properties 32 10 42
Units 9,768 3,047 12,815
Grocery-anchored shopping centers:
Properties 45 — 45
Gross leasable area (square feet) 4,730,695 — 4,730,695
Student housing properties:
Properties 7 2 9
Units 1,679 423 2,102
Beds 5,208 1,359 6,567
Office buildings:
Properties 7 1 8
Rentable square feet 2,578,000 187,000 2,765,000

(1) We evaluate each project individually and we make no assurance that
we will acquire any of the underlying properties from our real estate
loan investment portfolio.
(2)  The Company has terminated various purchase option agreements in
exchange for termination fees.  These properties are excluded from the
potential additions from our real estate loan investment portfolio.

We completed our initial public offering, or the IPO, on April 5, 2011. Our common stock, par value $.01 per share,
or our Common Stock, is traded on the NYSE exchange under the symbol "APTS."

Investment Strategy
We seek to maximize returns for our stockholders by employing efficient management techniques to grow income and
create asset value. Our investment strategies may include, without limitation, the following:

•

Acquiring Class “A” multifamily assets in performing and stable markets throughout the United States; these properties,
we believe, will generate sustainable and growing cash flow from operations sufficient to allow us to cover the
dividends that we expect to declare and pay and which we believe will have the potential for capital appreciation.
These multifamily assets will generally be located in metropolitan statistical areas, or MSAs, with at least one million
people which we expect will generate job growth and where we believe new multifamily development of comparable
properties is able to be absorbed at attractive rental rates.

•Acquiring Class “A” multifamily assets that are intended to be financed with longer-term, assumable, fixed-rate debt
typically provided by FHA/HUD programs.

•Acquiring Class “A” multifamily assets that present an opportunity to implement a value-add program whereby the
properties can be upgraded or improved physically to better take advantage of the market.

•
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Acquiring grocery-anchored shopping centers, typically anchored by one of the market-dominant grocers in that
particular market.

•Acquiring leading Class “A” office properties in high-growth markets across the U.S.

•

Acquiring Class “A” student housing properties at major universities around the United States. These assets will be
located proximate to campuses with demonstrated track records of occupancy and rental rates. The universities served
by these assets should generally be larger institutions with stated policies of increased enrollment and market trends
that indicate new development is being or should be absorbed at attractive rental rates.

2
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•
Originating real estate investment loans secured by interests in multifamily communities, membership or partnership
interests in multifamily communities, other multifamily related assets, student housing properties, grocery-anchored
shopping centers and office properties.

•

It is our policy to acquire any of our target assets primarily for income, and only secondarily for possible capital gain.
As part of our business strategy, we may enter into forward purchase contracts or purchase options for to-be-built
multifamily communities and we may make real estate related loans, provide deposit arrangements, or provide
performance assurances, as may be necessary or appropriate, in connection with the construction of multifamily
communities and other properties.

•

We also may invest in real estate related debt, including, but not limited to, newly or previously originated first
mortgage loans on multifamily properties that meet our investment criteria, which are performing or non-performing,
newly or previously originated real estate related loans on multifamily properties that meet our investment criteria
(second or subsequent mortgages), which are performing or non-performing, and tranches of securitized loans (pools
of collateralized mortgaged-backed securities) on multifamily properties that meet our investment criteria, which are
performing or non-performing. In connection with our investments in real estate related debt, we may negotiate the
inclusion of exclusive purchase options on the to-be-developed properties. These purchase options may include a
fixed purchase price set at the time we enter into the loan, or a purchase price which is calculated as a certain discount
from market capitalization rates at the date of exercise of such purchase option. Certain of the purchase options we
hold may be settled by cash payments to us in the event we elect not to acquire the underlying property.

Any asset acquisitions from affiliated third parties have been, and will continue to be, subject to approval by our
conflicts committee comprised solely of independent directors. Our Manager's investment committee will periodically
review our investment portfolio and its compliance with our investment guidelines and policies, and provide our board
of directors an investment report at the end of each quarter in conjunction with its review of our quarterly results. Our
investment guidelines, the assets in our portfolio, the decision to utilize leverage, and the appropriate levels of
leverage are periodically reviewed by our board of directors as part of their oversight of our Manager. Our board of
directors may amend or revise our investment guidelines without a vote of the stockholders.
Financing Strategy

We intend to finance the acquisition of investments using various sources of capital, as described in the section
entitled “Management's Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and
Capital Resources” included in this Annual Report on Form 10-K. Included in this discussion are details regarding (i)
our offering of $1.5 billion Units, consisting of one share of series A redeemable preferred stock, or Series A Preferred
Stock, and one warrant exercisable into 20 shares of Common Stock, or Series A Units, (ii) our offering of up to $150
million of Common Stock pursuant to our "at the market" offering, or the 2016 ATM Offering, which commenced
with the first settlement in August 2016, and (iii) our offering of 500,000 shares of our series m preferred stock, or
mShares, pursuant to our mShares Offering. Our mShares Offering was declared effective on December 2, 2016 and
our offering of 1,500,000 Series A Units, or our $1.5 Billion Unit Offering, was declared effective on February 14,
2017. The Series A Preferred Stock and our mShares are collectively referred to as our Preferred Stock.
We intend to utilize leverage in making our investments. The number of different investments we will acquire will be
affected by numerous factors, including the amount of funds available to us. By operating on a leveraged basis, we
will have more funds available for our investments. This will allow us to make more investments than would
otherwise be possible, resulting in a larger and more diversified portfolio. See the section entitled "Risk Factors" in
Item 1A of this Annual Report on Form 10-K for more information about the risks related to operating on a leveraged
basis.
We generally intend to target leverage levels (secured and unsecured) between 50% and 65% of the fair market value
of our tangible assets (including our real estate assets, real estate loans, notes receivable, accounts receivable and cash
and cash equivalents) on a portfolio basis. As of December 31, 2018, our outstanding debt (both secured and
unsecured) was approximately 52.4% of the value of our tangible assets on a portfolio basis based on our estimates of
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fair market value at December 31, 2018. Neither our charter nor our by-laws contain any limitation on the amount of
leverage we may use. Our investment guidelines, which can be amended by our board without stockholder approval,
limit our borrowings (secured and unsecured) to 75% of the cost of our tangible assets at the time of any new
borrowing. These targets, however, will not apply to individual real estate assets or investments. The amount of
leverage we will place on particular investments will depend on our Manager's assessment of a variety of factors
which may include the anticipated liquidity and price volatility of the assets in our investment portfolio, the potential
for losses and extension risk in the portfolio, the availability and cost of financing the asset, our opinion of the
creditworthiness of our financing counterparties, the health of the U.S. economy and the health of the commercial real
estate market in general. In addition, factors such as our outlook on interest rates, changes in the yield curve slope, the
level and volatility of

3
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interest rates and their associated credit spreads, the underlying collateral of our assets and our outlook on credit
spreads relative to our outlook on interest rate and economic performance could all impact our decision and strategy
for financing the target assets. At the date of acquisition of each asset, we anticipate that the investment cost for such
asset will be substantially similar to its fair market value. However, subsequent events, including changes in the fair
market value of our assets, could result in our exceeding these limits. Finally, we intend to acquire all our properties
through separate single purpose entities and intend to finance each of these properties using debt financing techniques
for that property alone, without any cross-collateralization to our other properties or any guarantees by us or our
Operating Partnership. We have an Amended and Restated Credit Agreement, or Credit Facility, with Key Bank,
N.A., or Key Bank. The Credit Facility provides for our $200.0 million revolving credit facility, or the Revolving Line
of Credit. Other than with regard to our Credit Facility, as of December 31, 2018, we held no debt at the Company or
operating partnership levels, had no cross-collateralization of our real estate mortgages, and had no contingent
liabilities at the Company or operating partnership levels with regard to our secured mortgage debt on our properties.
Leverage may be obtained from a variety of sources, including the Federal Home Loan Mortgage Corporation
("Freddie Mac"), the Federal National Mortgage Association ("Fannie Mae"), commercial banks, credit companies,
the Federal Housing Administration ("FHA"), a unit of the Department of Housing and Urban Development ("HUD"),
insurance companies, pension funds, endowments, financial services companies and other institutions who wish to
provide debt financing for our assets.
Our secured and unsecured aggregate borrowings are intended by us to be reasonable in relation to our net assets and
will be reviewed by our board of directors at least quarterly. In determining whether our borrowings are reasonable in
relation to our net assets, we expect that our board of directors will consider many factors, including the lending
standards of government-sponsored enterprises, such as Fannie Mae, Freddie Mac and other companies for loans in
connection with the financing of multifamily properties, the leverage ratios of publicly traded and non-traded REITs
with similar investment strategies, whether we have positive leverage (in that, the board of directors will compare the
capitalization rates of our properties to the interest rates on the indebtedness of such properties) and general market
and economic conditions. There is no limitation on the amount that we may borrow for any single investment or the
number of mortgages that may be placed on any one property.
Branding Strategy

Our Manager has branded, and intends to brand, all apartment communities owned by us as “A Preferred Apartment
Community” which we believe signifies outstanding brand and management standards, and has obtained all rights to
the trademarks, including federal registration of the trademarks with the United States Patent and Trademark Office,
to secure such brand in connection with such branding. We believe these campaigns will enhance each individual
property's presence in relation to other properties within that marketplace.

On September 17, 2010, we entered into a trademark license and assignment agreement pursuant to which we granted
an exclusive, worldwide, fully-paid, royalty-free license of all our trademarks to our Manager and agreed to assign all
of our trademarks to our Manager upon the applications related to our trademarks being successfully converted to use
based applications with the United States Patent and Trademark Office. Pursuant to this agreement, in March 2012,
we assigned these trademarks to our Manager and concurrently entered into a royalty-free license agreement for these
trademarks with us as licensee. Similarly, in March 2012, our Manager entered into a royalty-free license agreement
with us as licensee with respect to all other intellectual property of the Manager. The license agreements will
terminate automatically upon termination of the Management Agreement, or upon a material breach of a license
agreement that remains uncured for more than 30 days after receipt of notice of such breach. Following such
termination, we will be required to enter into a new arrangement with our Manager in order to continue our rights to
use our Manager's intellectual property. There can be no assurance that we will be able to enter into such
arrangements on terms acceptable to us.

Environmental Regulation
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We are subject to regulation at the federal, state and municipal levels and are at risk for potential liability should
conditions at our properties or our actions or inaction result in damage to the environment or to persons or properties.
These conditions could include the potential presence or growth of mold, potential leaks from current or former
underground or above-ground storage tanks, breakage or leaks from sewer lines and risks pertaining to the
management or disposal of wastes and chemicals. We could be liable for the potential costs of compliance, property
damage, restoration and other costs which could occur without regard to our fault or knowledge of such conditions.

In the course of acquiring and owning real estate assets, we typically engage an independent environmental consulting
firm to perform a phase I environmental assessment (and if appropriate, a phase II assessment) to identify and mitigate
these risks as part of our due diligence process. We believe these assessment reports provide a reasonable basis for
discovery of potential adverse environmental conditions prior to acquisition. If any potential environmental risks or
conditions are discovered during

4
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our due diligence process, the potential costs of remediation are assessed carefully and factored into the cost of
acquisition, assuming the identified risks and factors are deemed to be manageable and reasonable. Some risks or
conditions may be identified that are significant enough to cause us to abandon the possibility of acquiring a given
property. As of December 31, 2018, we have no knowledge of any material claims made or pending against us with
regard to environmental matters for which we could be found liable, nor are we aware of any potential hazards to the
environment related to any of our properties which could reasonably be expected to result in a material loss.

Competition

The multifamily housing industry is highly fragmented and we compete for residents with a large number of other
quality apartment communities in our target markets which are owned by public and private companies, including
other REITs, many of which are larger and have more resources than our Company. The number of competitive
multifamily properties in a particular market could adversely affect our ability to lease our multifamily communities,
as well as the rents we are able to charge. In addition, other forms of residential properties, including single family
housing and town homes, provide housing alternatives to potential residents of quality apartment communities. The
factors on which we focus to compete for residents in our multifamily communities include our high level of resident
service, the quality of our apartment communities (including our landscaping and amenity offerings), and the
desirability of our locations. Resident leases at our apartment communities are priced competitively based on levels of
supply and demand within our target markets and we believe our communities offer a compelling value to prospective
residents.

Similarly, competition for tenants and acquisition of existing centers in the grocery-anchored shopping center sector in
our target markets is considerable, consisting of public and private companies, pension funds, high net worth
individuals and family offices. In addition, a significant competitor in this sector are some of the grocery anchors
themselves as they acquire land and build their own stores or acquire the entire center where they are the anchor. We
are faced with the challenge of maintaining high occupancy rates with a financially stable tenant base. In order to
attract quality prospective tenants and retain current tenants upon expiration of their leases, we focus on improving the
design and visibility of our centers, building strong relationships with our tenants, and reducing excess operating costs
and increasing tenant satisfaction through proactive asset and property management. We target acquisitions in markets
with solid surrounding demographics, quality underlying real estate locations, and centers where our asset
management approach can provide an environment conducive to creating sales productivity for our tenants.

We compete with other primarily institutional-quality owners and investors in the business of acquiring, investing to
develop, leasing and operating office properties. We leverage relationships, track record, and the high quality of our
physical assets and locations to compete successfully. Additional principal factors of competition are the leasing terms
(including rental rates and concessions or allowances offered) and the terms of any other investment activity such as
real estate loan investments in new development. Additionally, our ability to compete depends upon, among other
factors, trends of the national and local economies, investment alternatives, financial condition and operating results
of current and prospective tenants, availability and cost of capital, construction and renovation costs, taxes, utilities,
governmental regulations, legislation and population trends. 

Available Information

The Company makes available all reports which are filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange Act as soon as reasonably practicable after such material has been filed with, or furnished to, the SEC for
viewing or download free of charge at the Company's website: www.pacapts.com. You may obtain information
concerning the operation of the SEC's Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC
maintains a website at http://www.sec.gov that contains reports, proxy statements and information statements, and
other information, which you may obtain free of charge.
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Item 1A.    Risk Factors

In addition to the other information contained in this Annual Report on Form 10-K, the following risk factors should
be considered carefully in evaluating us and our business. Our business, operating results, prospects and financial
condition could be materially adversely affected by any of these risks. The risks and uncertainties described below are
not the only ones we face, but do represent those risks and uncertainties that we believe are material to us. Additional
risks and uncertainties not presently known to us or that, as of the date of this Annual Report on Form 10-K, we deem
immaterial also may harm our business. This “Risk Factors” section contains references to our “capital stock” and to our
“stockholders.”  Unless expressly stated otherwise, the references to our “capital stock” represent our common stock and
any class or series of our preferred stock, while the references to our “stockholders” represent holders of our common
stock and any class or series of our preferred stock. Unless expressly stated otherwise, the references to our Preferred
Stock refer to both our mShares and our Series A Preferred Stock.

5
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Risks Related to an Investment in Our Company

Our ability to grow the Company and execute our business strategy may be impaired if we are unable to secure
adequate financing.

Our ability to grow the Company and execute our business strategy depends on our access to an appropriate blend of
debt financing, including unsecured lines of credit and other forms of secured and unsecured debt, and equity
financing, including common and preferred equity. At December 31, 2018, we had letters of intent in place to
refinance mortgage debt on our Lenox Village Town Center and Retreat at Lenox properties and to renew/extend our
Credit Facility. Recently, domestic and international financial markets have experienced unusual volatility and
uncertainty. Debt or equity financing may not be available in sufficient amounts, on favorable terms or at all. Returns
on our assets and our ability to make acquisitions could be adversely affected by our inability to secure financing on
reasonable terms, if at all. Additionally, if we issue additional equity securities to finance our investments instead of
incurring debt (through our $1.5 Billion Unit Offering, offerings through our registration statement on Form S-3 (File
No. 333-211178), or the Shelf Registration Statement, our 2016 ATM Offering, our mShares Offering, or other
offerings), the interests of our existing stockholders could be diluted.

Distributions paid from sources other than our net cash provided by operating activities, particularly from proceeds of
any offerings of our securities, will result in us having fewer funds available for the acquisition of properties and other
real estate-related investments, which may adversely affect our ability to fund future distributions with net cash
provided by operating activities and may adversely affect our stockholders' overall return.

We have paid distributions from sources other than from net cash provided by operating activities. If we do not
generate sufficient net cash provided by operating activities and other sources, such as from borrowings, the sale of
additional securities, advances from our Manager, our Manager's deferral, suspension and/or waiver of its fees and
expense reimbursements, to fund distributions, we may use the proceeds from any offering of our securities.
Moreover, our board of directors may change our distribution policy, in its sole discretion, at any time, except for
distributions on our Preferred Stock, which would require approval by a supermajority vote of our Common
stockholders. Distributions made from offering proceeds may be a return of capital to stockholders, from which we
will have already paid offering expenses in connection with the related offering. We have not established any limit on
the amount of proceeds from our securities offerings that may be used to fund distributions, except that, in accordance
with our organizational documents and Maryland law, we may not make distributions that would: (1) cause us to be
unable to pay our debts as they become due in the usual course of business; (2) cause our total assets to be less than
the sum of our total liabilities plus senior liquidation preferences, if any; or (3) jeopardize our ability to qualify as a
REIT.
If we fund distributions from the proceeds of an offering of our securities, we will have less funds available for
acquiring properties or real estate-related investments. As a result, the return our stockholders realize on their
investment may be reduced. Funding distributions from borrowings could restrict the amount we can borrow for
investments, which may affect our profitability. Funding distributions with the sale of assets or the proceeds of an
offering of our securities may affect our ability to generate net cash provided by operating activities. Funding
distributions from the sale of our securities could dilute the interest of our common stockholders if we sell shares of
our Common Stock or securities convertible or exercisable into shares of our Common Stock to third party investors.
Payment of distributions from the mentioned sources could restrict our ability to generate sufficient net cash provided
by operating activities, affect our profitability and/or affect the distributions payable to our stockholders upon a
liquidity event, any or all of which may have an adverse effect on our stockholders.
We may suffer from delays in locating suitable investments, which could adversely affect the return on our
stockholders' investment.
Our ability to achieve our investment objectives and to make distributions to our stockholders is dependent upon our
Manager's performance in the acquisition of, and arranging of financing for, investments, as well as our property
managers' performance in the selection of residents and tenants and the negotiation of leases and our Manager's
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performance in the selection of retail tenants and the negotiation of leases. The current market for properties that meet
our investment objectives is highly competitive, as is the leasing market for such properties. The more proceeds we
raise in current and future offerings of our securities, the greater our challenge will be to invest all the net offering
proceeds on attractive terms. Our stockholders will not have the opportunity to evaluate the terms of transactions or
other economic or financial data concerning our investments. Our stockholders must rely entirely on the oversight of
our board of directors, the management ability of our Manager and the performance of our Manager and property
managers. We cannot be sure that our Manager will be successful in obtaining suitable investments on financially
attractive terms.
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Additionally, as a public company, we are subject to ongoing reporting requirements under the Exchange Act.
Pursuant to the Exchange Act, we may be required to file with the SEC financial statements of properties we acquire
and investments we make in real estate-related assets. To the extent any required financial statements are not available
or cannot be obtained, we may not be able to acquire the investment. As a result, we may be unable to acquire certain
properties or real estate-related assets that otherwise would be a suitable investment. We could suffer delays in our
investment acquisitions due to these reporting requirements.
Furthermore, if we acquire properties prior to, during, or upon completion of construction, it will typically take several
months following completion of construction to lease available space. Therefore, our stockholders could experience
delays in the receipt of distributions attributable to those particular properties.

Delays we encounter in the selection and acquisition of investments could adversely affect our stockholders' returns.
In addition, if we are unable to invest the proceeds of any offering of our securities in real properties and real
estate-related assets in a timely manner, we will hold the proceeds of those offerings in an interest-bearing account,
invest the proceeds in short-term, investment-grade investments or pay down our Credit Facility, which generate
lower returns than we anticipate with our target assets, or, ultimately, liquidate. In such an event, our ability to make
distributions to our stockholders and the returns to our stockholders would be adversely affected.

The cash distributions our stockholders receive may be less frequent or lower in amount than our stockholders expect.

Our board of directors will determine the amount and timing of distributions. In making this determination, our
directors will consider all relevant factors, including the amount of cash available for distribution, capital expenditure
and reserve requirements and general operational requirements. We cannot assure our stockholders that we will
continue to generate sufficient available cash flow to fund distributions nor can we assure our stockholders that
sufficient cash will be available to make distributions to our stockholders. As we are a growing company, it is more
difficult for us to predict the amount of distributions our stockholders may receive and we may be unable to pay,
maintain or increase distributions over time. Our inability to acquire properties or real estate-related investments may
have a negative effect on our ability to generate sufficient cash flow from operations to pay distributions.

Further, if the aggregate amount of our distributions in any given year exceeds our earnings and profits (as determined
for U.S. federal income tax purposes), the U.S. federal income tax treatment of the excess amount will be either (i) a
return of capital or (ii) a gain from the sale or exchange of property to the extent that a stockholder's tax basis in our
Common Stock equals or is reduced to zero as the result of our current or prior year distributions.

Upon the sale of any individual property, holders of our Preferred Stock do not have a priority over holders of our
Common Stock regarding return of capital.

Holders of our Preferred Stock do not have a right to receive a return of capital prior to holders of our Common Stock
upon the individual sale of a property. Depending on the price at which such property is sold, it is possible that holders
of our Common Stock will receive a return of capital prior to the holders of our Preferred Stock, provided that any
accrued but unpaid dividends have been paid in full to holders of Preferred Stock. It is also possible that holders of our
Common Stock will receive additional distributions from the sale of a property (in excess of their capital attributable
to the asset sold) before the holders of Preferred Stock receive a return of their capital.

Our stockholders' percentage of ownership may become diluted if we issue new shares of stock or other securities, and
issuances of additional preferred stock or other securities by us may further subordinate the rights of the holders of our
Common Stock.

We may make redemptions of Series A Preferred Stock or mShares in shares of our Common Stock. Although the
number of redemptions are unknown, the number of shares to be issued in connection with such redemptions will
fluctuate based on the price of our Common Stock. Any sales or perceived sales in the public market of shares of our
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Common Stock issued upon such redemptions could adversely affect the prevailing market prices of shares of our
Common Stock. The issuance of Common Stock upon such redemptions or from the exercise of outstanding Warrants
also would have the effect of reducing our net income per share. In addition, the existence of Preferred Stock may
encourage short selling by market participants because redemptions could depress the market price of our Common
Stock.

Our board of directors is authorized, without stockholder approval, to cause us to issue additional shares of our
Preferred Stock or to raise capital through the issuance of additional preferred stock (including equity or debt
securities convertible into preferred stock or our Common Stock), options, warrants and other rights, on such terms
and for such consideration as our board of directors in its sole discretion may determine subject to the rules of NYSE.
Any such issuance could result in dilution of the
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equity of our stockholders. Our board of directors may, in its sole discretion, authorize us to issue Common Stock or
other equity or debt securities (a) to persons from whom we purchase multifamily communities, as part or all of the
purchase price of the community, or (b) to our Manager in lieu of cash payments required under the Management
Agreement or other contract or obligation. Our board of directors, in its sole discretion, may determine the value of
any Common Stock or other equity or debt securities issued in consideration of multifamily communities acquired or
services provided, or to be provided, to us.

Our charter also authorizes our board of directors, without stockholder approval, to designate and issue one or more
classes or series of preferred stock in addition to the Preferred Stock (including equity or debt securities convertible
into preferred stock) and to set or change the voting, conversion or other rights, preferences, restrictions, limitations as
to dividends or other distributions and qualifications or terms or conditions of redemption of each class or series of
shares so issued. If any additional preferred stock is publicly offered, the terms and conditions of such preferred stock
(including any equity or debt securities convertible into preferred stock) will be set forth in a registration statement
registering the issuance of such preferred stock or equity or debt securities convertible into preferred stock. Because
our board of directors has the power to establish the preferences and rights of each class or series of preferred stock, it
may afford the holders of any series or class of preferred stock preferences, powers and rights senior to the rights of
holders of our Common Stock or the Preferred Stock. If we ever create and issue additional preferred stock or equity
or debt securities convertible into Preferred Stock with a distribution preference over our Common Stock or the
Preferred Stock, payment of any distribution preferences of such new outstanding preferred stock would reduce the
amount of funds available for the payment of distributions on our Common Stock and our Preferred Stock. Further,
holders of preferred stock are normally entitled to receive a preference payment if we liquidate, dissolve, or wind up
before any payment is made to our common stockholders, likely reducing the amount common stockholders would
otherwise receive upon such an occurrence. In addition, under certain circumstances, the issuance of additional
preferred stock may delay, prevent, render more difficult or tend to discourage a merger, tender offer, or proxy
contest, the assumption of control by a holder of a large block of our securities, or the removal of incumbent
management.

Stockholders have no rights to buy additional shares of stock or other securities if we issue new shares of stock or
other securities. We may issue common stock, convertible debt, preferred stock or warrants pursuant to a subsequent
public offering or a private placement, or to sellers of properties we directly or indirectly acquire instead of, or in
addition to, cash consideration. Stockholders who do not participate in any future stock issuances will experience
dilution in the percentage of the issued and outstanding stock they own. In addition, depending on the terms and
pricing of any additional offerings and the value of our investments, our stockholders also may experience dilution in
the book value and fair market value of, and the amount of distributions paid on, their shares of our Common Stock or
Preferred Stock.

Our internal control over financial reporting is effective only at the reasonable assurance level, and undetected errors
could adversely affect our reputation, results of operations and stock price.

The accuracy of our financial reporting depends on the effectiveness of our internal control over financial reporting.
Internal control over financial reporting can provide only reasonable assurance with respect to the preparation and fair
presentation of financial statements and may not prevent or detect misstatements because of its inherent limitations.
These limitations include the possibility of human error, inadequacy or circumvention of internal controls and fraud. If
we do not attain and maintain effective internal control over financial reporting or implement controls sufficient to
provide reasonable assurance with respect to the preparation and fair presentation of our financial statements, we
could be unable to file accurate financial reports on a timely basis, and our reputation, results of operations and stock
price could be materially adversely affected.

Breaches of our data security could materially harm our business and reputation.
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Information security risks have generally increased in recent years due to the rise in new technologies and the
increased sophistication and activities of perpetrators of cyber attacks around the world. We collect and retain certain
personal information provided by our residents and tenants. In addition, we engage third party service providers that
may have access to such personally identifiable information in connection with providing necessary information
technology and security and other business services to us. While we have implemented a variety of security measures
to protect the confidentiality of this information and periodically review and improve our security measures, there can
be no assurance that we will be able to prevent unauthorized access to this information. Any breach of our data
security measures and loss of this information may result in legal liability and costs (including damages and
penalties), as well as damage to our reputation, that could materially and adversely affect our business and financial
performance, and require significant management attention and resources to remedy the damages and penalties that
result.
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The properties we operate may not produce the cash flow required to meet our REIT minimum distribution
requirements, and we may decide to borrow funds to satisfy such requirements, which could adversely affect our
overall financial performance.

We may decide to borrow funds in order to meet the REIT minimum distribution requirements even if our
management believes that the then prevailing market conditions generally are not favorable for such borrowings or
that such borrowings would not be advisable in the absence of certain tax considerations. If we borrow money to meet
the REIT minimum distribution requirement or for other working capital needs, our expenses will increase, our net
income will be reduced by the amount of interest we pay on the money we borrow and we will be obligated to repay
the money we borrow from future earnings or by selling assets, any or all of which may decrease future distributions
to our stockholders.

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

To maintain our qualification as a REIT, we must satisfy certain tests on an ongoing basis concerning, among other
things, the sources of our income, the nature of our assets and the amounts we distribute to our stockholders. We may
be required to make distributions to stockholders at times when it would be more advantageous to reinvest cash in our
business or when we do not have funds readily available for distribution. Compliance with the REIT requirements
may hinder our ability to operate solely on the basis of maximizing profits and the value of our stockholders'
investment.

There is no public market for our Preferred Stock or Warrants and we do not expect one to develop.

There is no public market for our Preferred Stock or Warrants, and we currently have no plan to list these securities on
a securities exchange or to include these shares for quotation on any national securities market. We cannot assure our
stockholders as to the liquidity of any trading market that may develop for our Preferred Stock or Warrants.
Additionally, our charter contains restrictions on the ownership and transfer of our securities, and these restrictions
may inhibit the ability to sell the Preferred Stock or Warrants promptly or at all. Furthermore, the Warrants will expire
four years from the date of issuance. If a holder is able to sell the Preferred Stock or Warrants, they may only be able
to sell them at a substantial discount from the price paid. Accordingly, our stockholders may be required to bear the
financial risk of their investment in the shares of Preferred Stock indefinitely.

We will be required to terminate the mShares Offering and the $1.5 Billion Unit Offering if our Common Stock is no
longer listed on the NYSE or another national securities exchange.

The classes of Preferred Stock are a "covered security" under the Securities Act and therefore are not subject to
registration in the various states in which they may be sold due to their seniority to our Common Stock, which is listed
on the NYSE. If our Common Stock is no longer listed on the NYSE or another appropriate exchange, we will be
required to register the offering of our Units and mShares in any state in which we subsequently offer the Units and
mShares. This would require the termination of the $1.5 Billion Unit offering and the mShares Offering and could
result in our raising an amount of gross proceeds that is substantially less than the amount of the gross proceeds we
expect to raise if the maximum offering is sold. This would reduce our ability to purchase additional properties and
limit the diversification of our portfolio.

The Warrants in our $1.5 Billion Unit Offering are not "covered securities" under the Securities Act. The Warrants are
subject to state registration in those states that do not have any exemption for securities convertible into a listed
security and the offering must be declared effective in order to sell the Warrants in these states.

Our ability to redeem shares of Preferred Stock for cash may be limited by Maryland law.
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Under Maryland law, a corporation may redeem stock as long as, after giving effect to the redemption, the corporation
is able to pay its debts as they become due in the usual course (the equity solvency test) and its total assets exceed its
total liabilities (the balance sheet solvency test). The Company may redeem its shares of Preferred Stock in its choice
of either cash or Common Stock, at its sole discretion. If the Company is insolvent at any time when a redemption of
shares of Preferred Stock is required to be made, the Company may not be able to effect such redemption for cash.

The Preferred Stock are senior securities, and rank senior to our Common Stock with respect to dividends and
payments upon liquidation.

The rights of the holders of shares of our Preferred Stock rank senior to the rights of the holders of shares of our
Common Stock as to dividends and payments upon liquidation. Unless full cumulative dividends on our shares of
Preferred Stock for all past dividend periods have been declared and paid (or set apart for payment), we will not
declare or pay dividends with respect
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to any shares of our Common Stock for any period. Upon liquidation, dissolution or winding up of our Company, the
holders of shares of our Preferred Stock are entitled to receive a liquidation preference of $1,000 per share, or the
Stated Value, plus all accrued but unpaid dividends, prior and in preference to any distribution to the holders of shares
of our Common Stock or any other class of our equity securities.

The Preferred Stock will be subordinate in right of payment to any corporate level debt that we incur in the future,
therefore our stockholders' interests could be diluted by the issuance of additional preferred stock, and by other
transactions.

The Preferred Stock will be subordinate in right of payment to any corporate level debt that we incur in the future.
Future debt we incur may include restrictions on our ability to pay dividends on our Preferred Stock. The issuance of
additional preferred stock on a parity with or senior to the Preferred Stock would dilute the interests of the holders of
the Preferred Stock, and any issuance of preferred stock senior to the Preferred Stock or of additional indebtedness
could affect our ability to pay dividends on, redeem or pay the liquidation preference on the Preferred Stock. While
the terms of the Preferred Stock limit our ability to issue shares of a class or series of preferred stock senior in ranking
to the Preferred Stock, such terms do not restrict our ability to authorize or issue shares of a class or series of preferred
stock with rights to distributions or upon liquidation that are on parity with the Preferred Stock or to incur additional
indebtedness. The articles supplementary of the Preferred Stock do not contain any provision affording the holders of
the Preferred Stock protection in the event of a highly leveraged or other transaction, including a merger or the sale,
lease or conveyance of all or substantially all of our assets or business, that might adversely affect the holders of the
Preferred Stock.

We will be able to call our shares of Preferred Stock for redemption under certain circumstances without our
stockholders' consent.

We will have the ability to call the outstanding shares of Preferred Stock after ten years following the date of original
issuance of such shares of Preferred Stock. At that time, we will have the right to redeem, at our option, the
outstanding shares of Preferred Stock, in whole or in part, at 100% of the Stated Value, plus any accrued and unpaid
dividends.  We have the right, in our sole discretion, to pay the redemption price in cash or in equal value of our
Common Stock, based upon the volume weighted average price of our Common Stock for the 20 trading days prior to
the redemption.

Risks Related to Our Organization, Structure and Management

We are dependent upon our Manager and its affiliates to conduct our operations, and therefore, any adverse changes in
the financial health of our Manager or its affiliates, or our relationship with any of them, could hinder our operating
performance and the return on our stockholders' investment.

We are an externally advised REIT, which means that our Manager provides our management team and support
personnel and administers our day-to-day business operations. We are dependent on our Manager and its affiliates to
manage our operations and acquire and manage our portfolio of real estate assets. Our Manager will make all
decisions with respect to the management of our Company, subject to the oversight of our board of directors. Our
Manager will depend upon the fees and other compensation that it will receive from us in connection with the
purchase, management and sale of our investments to conduct its operations, as well as a line of credit we extended to
our manager that is secured by fees we owe them. Any adverse changes in the financial condition of, or our
relationship with our Manager or its affiliates could hinder their ability to successfully manage our operations and our
portfolio of investments.

Our success is dependent on the performance of our Manager.
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We rely on the management ability of our Manager, subject to the oversight and approval of our board of directors.
Accordingly, if our Manager suffers or is distracted by adverse financial or operational problems in connection with
its operations or operations unrelated to us, our Manager may be unable to allocate time and/or resources to our
operations. If our Manager 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 to pay distributions to our stockholders.

If our Manager loses or is unable to retain or replace key personnel, our ability to implement our investment strategies
could be hindered, which could adversely affect our ability to make distributions and the value of our stockholders'
investment.

Our success depends to a significant degree upon the contributions of certain of our executive officers and other key
personnel of our Manager. In particular, we depend on the skills and expertise of Daniel M. DuPree, our Chief
Executive Officer,
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and Leonard A. Silverstein, our President and Chief Operating Officer. Neither we nor our Manager have an
employment agreement with any of our or its key personnel, including Mr. DuPree and Mr. Silverstein, and we cannot
guarantee that all, or any, of such personnel, will remain affiliated with us or our Manager. If any of our key personnel
were to cease their affiliation with our Manager, our operating results could suffer. Our Manager maintains key person
life insurance that would provide our Manager with proceeds in the event of the death or disability of Mr. Silverstein
and Joel T. Murphy, Chief Executive Officer of New Market Properties.

We believe our future success depends upon our Manager's ability to hire and retain highly skilled managerial,
operational and marketing personnel. Competition for such personnel is intense, and we cannot assure our
stockholders that our Manager will be successful in attracting and retaining such skilled personnel. If our Manager
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 our stockholders' investment in our Company may decline.

Furthermore, our Manager may retain independent contractors to provide various services for us, including
administrative services, transfer agent services and professional services. Such contractors may have no fiduciary duty
to our Manager or us and may not perform as expected or desired. Any such services provided by independent
contractors will be paid for by us as an operating expense.

Payment of fees and cost reimbursements to our Manager and its affiliates and third parties will reduce cash available
for investment and payment of distributions.

Our Manager and its affiliates and third parties will perform services for us in connection with, among other things,
the offer and sale of our securities, including the performance of legal, accounting and financial reporting in
connection therewith, the selection and acquisition of our investments; the management and leasing of our properties;
the servicing of our mortgage, bridge, real estate or other loans; the administration of our other investments and the
disposition of our assets. They will be paid substantial fees and cost reimbursements for these services. These fees and
reimbursements will reduce the amount of cash available for investment or distributions to our stockholders.

If our Manager or its affiliates waive certain fees due to them, our results of operations and distributions may be
artificially high.

From time to time, our Manager and/or its affiliates has agreed, and may agree in the future to waive all or a portion of
the acquisition, asset management or other fees, compensation or incentives due to them, pay general administrative
expenses or otherwise supplement stockholder returns in order to increase the amount of cash available to make
distributions to stockholders. If our Manager and/or its affiliates choose to no longer waive or defer such fees,
compensation and incentives or to cease paying general administrative expenses or supplementing stockholder returns,
our results of operations will be lower than in previous periods and our stockholders' return on their investment in our
Company could be negatively affected.

The Maryland General Corporation Law prohibits certain business combinations, which may make it more difficult
for us to be acquired.

Under the Maryland General Corporation Law, “business combinations” between a Maryland corporation and an
“interested stockholder” or an affiliate of an interested stockholder are prohibited for five years after the most recent date
on which the interested stockholder becomes an interested stockholder. These business combinations include a
merger, consolidation, share exchange or, in circumstances specified in the statute, an asset transfer or issuance or
reclassification of equity securities. An interested stockholder is defined as: (i) any person who beneficially owns 10%
or more of the voting power of the then outstanding voting stock of the corporation; or (ii) an affiliate or associate of
the corporation who, at any time within the two-year period prior to the date in question, was the beneficial owner of
10% or more of the voting power of the then outstanding voting stock of the corporation.
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A person is not an interested stockholder under the statute if the board of directors approved in advance the transaction
by which the person otherwise would have become an interested stockholder. However, in approving a transaction, the
board of directors may provide that its approval is subject to compliance, at or after the time of approval, with any
terms and conditions determined by the board.

After the expiration of the five-year period described above, any business combination between the Maryland
corporation and an interested stockholder must generally be recommended by the board of directors of the corporation
and approved by the affirmative vote of at least:
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•80% of the votes entitled to be cast by holders of the then outstanding shares of voting stock of the corporation; and

•
two-thirds of the votes entitled to be cast by holders of voting stock of the corporation, other than shares held by the
interested stockholder with whom or with whose affiliate the business combination is to be effected, or held by an
affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation's common stockholders receive a minimum
price, as defined under the Maryland General Corporation Law, for their shares in the form of cash or other
consideration in the same form as previously paid by the interested stockholder for its shares. The Maryland General
Corporation Law also permits various exemptions from these provisions, including business combinations that are
exempted by the board of directors before the time that the interested stockholder becomes an interested stockholder.
Pursuant to the statute, our board of directors has adopted a resolution exempting any business combination with our
Manager or any of its affiliates. Consequently, the five-year prohibition and the super-majority vote requirements will
not apply to business combinations between us and our Manager or any of its affiliates. As a result, our Manager or
any of its affiliates may be able to enter into business combinations with us that may not be in the best interest of our
stockholders, without compliance with the super-majority vote requirements and the other provisions of the statute.
The business combination statute may discourage others from trying to acquire control of us and increase the
difficulty of consummating any offer.

Stockholders have limited control over changes in our policies and operations.

Our board of directors determines our major policies, including with regard to financing, growth, debt capitalization,
REIT qualification and distributions. Our board of directors may amend or revise these and other policies without a
vote of the stockholders. Holders of our Preferred Stock have limited to no voting rights. Under our charter and the
Maryland General Corporation Law, holders of our Common Stock generally have a right to vote only on the
following matters:

•the election or removal of directors;

•the amendment of our charter, except that our board of directors may amend our charter without stockholder approval
to:
◦change our name;

◦change the name or other designation or the par value of any class or series of stock and the aggregate par value of our
stock;
◦increase or decrease the aggregate number of shares of stock that we have the authority to issue;
◦increase or decrease the number of shares of any class or series of stock that we have the authority to issue; and
◦effect certain reverse stock splits;
•our liquidation and dissolution; and

•our being a party to a merger, consolidation, sale or other disposition of all or substantially all our assets or statutory
share exchange.

All other matters are subject to the discretion of our board of directors.

Our authorized but unissued shares of Common Stock and Preferred Stock may prevent a change in our control.

Our charter authorizes us to issue additional authorized but unissued shares of Common Stock or preferred stock,
without stockholder approval, up to 415,066,666 shares. In addition, our board of directors may, without stockholder
approval, amend our charter from time to time to increase or decrease the aggregate number of shares of our stock or
the number of shares of stock of any class or series that we have authority to issue and classify or reclassify any
unissued shares of Common Stock or Preferred Stock and set the preferences, rights and other terms of the classified
or reclassified shares. As a result, our board of directors may establish a class or series of common stock or preferred
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stock that could delay or prevent a merger, third party tender offer or similar transaction or a change in incumbent
management that might involve a premium price for our securities or otherwise be in the best interest of our
stockholders.

Because of our holding company structure, we depend on our Operating Partnership subsidiary and its subsidiaries for
cash flow and we will be structurally subordinated in right of payment to the obligations of such Operating
Partnership subsidiary and its subsidiaries.

We are a holding company with no business operations of our own. Our only significant asset is and will be the
general and limited partnership interests in our Operating Partnership. We conduct, and intend to conduct, all our
business operations through our Operating Partnership. Accordingly, our only source of cash to pay our obligations is
distributions from our Operating
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Partnership and its subsidiaries of their net earnings and cash flows. We cannot assure our stockholders that our
Operating Partnership or its subsidiaries will be able to, or be permitted to, make distributions to us that will enable us
to make distributions to our stockholders from cash flows from operations. Each of our Operating Partnership's
subsidiaries is or will be a distinct legal entity and, under certain circumstances, legal and contractual restrictions may
limit our ability to obtain cash from such entities. In addition, because we are a holding company, your claims as
stockholders will be structurally subordinated to all existing and future liabilities and obligations of our Operating
Partnership and its subsidiaries. Therefore, in the event of our bankruptcy, liquidation or reorganization, our assets and
those of our Operating Partnership and its subsidiaries will be able to satisfy your claims as stockholders only after all
our and our Operating Partnership's and its subsidiaries' liabilities and obligations have been paid in full.

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

The Maryland General Corporation Law provides that a director has no liability in such capacity if he performs his
duties in good faith, in a manner he reasonably believes to be in our best interests and with the care that an ordinarily
prudent person in a like position would use under similar circumstances. A director who performs his or her duties in
accordance with the foregoing standards should not be liable to us or any other person for failure to discharge his or
her obligations as a director.

In addition, our charter provides that our directors and officers will not be liable to us or our stockholders for
monetary damages unless the director or officer actually received an improper benefit or profit in money, property or
services, or is adjudged to be liable to us or our stockholders based on a finding that his or her action, or failure to act,
was the result of active and deliberate dishonesty and was material to the cause of action adjudicated in the
proceeding. Our charter also requires us, to the maximum extent permitted by Maryland law, to indemnify and,
without requiring a preliminary determination of the ultimate entitlement to indemnification, pay or reimburse
reasonable expenses in advance of final disposition of a proceeding to any individual who is a present or former
director or officer and who is made or threatened to be made a party to the proceeding by reason of his or her service
in that capacity or any individual who, while a director or officer and at our request, serves or has served as a director,
officer, partner, trustee, member or manager of another corporation, real estate investment trust, limited liability
company, partnership, joint venture, trust, employee benefit plan or other enterprise and who is made or threatened to
be made a party to the proceeding by reason of his or her service in that capacity. With the approval of our board of
directors, we may provide such indemnification and advance for expenses to any individual who served a predecessor
of the Company in any of the capacities described above and any employee or agent of the Company or a predecessor
of the Company, including our Manager and its affiliates.

We also are permitted to purchase and we currently maintain insurance or provide similar protection on behalf of any
directors, officers, employees and agents, including our Manager and its affiliates, against any liability asserted which
was incurred in any such capacity with us or arising out of such status. This may result in us having to expend
significant funds, which will reduce the available cash for distribution to our stockholders.

If we internalize our management functions, the holders of our previously outstanding Common Stock could be
diluted, and we could incur other significant costs associated with internalizing and being self-managed.

In the future, our board of directors may consider internalizing the functions performed for us by our Manager by
acquiring our Manager's assets. The method by which we could internalize these functions could take many forms.
There is no assurance that internalizing our management functions will be beneficial to us and our stockholders. Such
an acquisition could also result in dilution of our stockholders if common stock or securities convertible into common
stock are issued in the internalization and could reduce earnings per share and funds from operations attributable to
common stockholders and unitholders, or FFO, as defined by the National Association of Real Estate Investment
Trusts, or NAREIT. For example, we may not realize the perceived benefits or we may not be able to properly
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integrate a new staff of managers and employees or we may not be able to effectively replicate the services provided
previously by our Manager or its affiliates. Internalization transactions involving the acquisition of managers affiliated
with entity sponsors have also, in some cases, been the subject of litigation. Even if these claims are without merit, we
could be forced to spend significant amounts of time and money defending claims which would reduce the amount of
time and funds available for us to invest in properties or other investments and to pay distributions. All these factors
could have a material adverse effect on our results of operations, financial condition and ability to pay distributions.
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Our stockholders' investment returns may be reduced if we are required to register as an investment company under
the Investment Company Act.

We are not registered, and do not intend to register ourselves or any of our subsidiaries, as an investment company
under the Investment Company Act of 1940, as amended, or the Investment Company Act. If we become obligated to
register the company or any of our subsidiaries as an investment company, the registered entity would have to comply
with a variety of substantive requirements under the Investment Company Act imposing, among other things,
limitations on capital structure, restrictions on specified investments, prohibitions on transactions with affiliates and
compliance with reporting, record keeping, voting, proxy disclosure and other rules and regulations that would
significantly change our operations.

We intend to conduct our operations, directly and through wholly owned and majority owned subsidiaries, so that we
and each of our subsidiaries are exempt from registration as an investment company under the Investment Company
Act. Under Section 3(a)(1)(A) of the Investment Company Act, a company is not deemed to be an “investment
company” if it neither is, nor holds itself out as being, engaged primarily, nor proposes to engage primarily, in the
business of investing, reinvesting or trading in securities. Under Section 3(a)(1)(C) of the Investment Company Act, a
company is not deemed to be an “investment company” if it neither is engaged, nor proposes to engage, in the business
of investing, reinvesting, owning, holding or trading in securities and does not own or propose to acquire “investment
securities” having a value exceeding 40% of the value of its total assets (exclusive of government securities and cash
items) on an unconsolidated basis.

We believe that we and most, if not all, of our wholly owned and majority owned subsidiaries will not be considered
investment companies under either Section 3(a)(1)(A) or Section 3(a)(1)(C) of the Investment Company Act. If we or
any of our wholly owned or majority owned subsidiaries would ever inadvertently fall within one of the definitions of
“investment company,” we intend to rely on the exception provided by Section 3(c)(5)(C) of the Investment Company
Act. Under Section 3(c)(5)(C), the SEC staff generally requires a company to maintain at least 55% of its assets
directly in qualifying assets and at least 80% of qualifying assets in a broader category of real estate related assets to
qualify for this exception. Mortgage-related securities may or may not constitute qualifying assets, depending on the
characteristics of the mortgage-related securities, including the rights that we have with respect to the underlying
loans. The Company's ownership of mortgage-related securities, therefore, is limited by provisions of the Investment
Company Act and SEC staff interpretations.

The method we use to classify our assets for purposes of the Investment Company Act will be based in large measure
upon no-action positions taken by the SEC staff in the past. These no-action positions were issued in accordance with
factual situations that may be substantially different from the factual situations we may face, and a number of these
no-action positions were issued more than 20 years ago. No assurance can be given that the SEC staff will concur with
our classification of our assets. In addition, the SEC staff may, in the future, issue further guidance that may require us
to re-classify our assets for purposes of qualifying for an exclusion from regulation under the Investment Company
Act. If we are required to re-classify our assets, we may no longer be in compliance with the exclusion from the
definition of an “investment company” provided by Section 3(c)(5)(C) of the Investment Company Act.

A change in the value of any of our assets could cause us or one or more of our wholly owned or majority owned
subsidiaries to fall within the definition of “investment company” and negatively affect our ability to maintain our
exemption from regulation under the Investment Company Act. To avoid being required to register us or any of our
subsidiaries as an investment company under the Investment Company Act, we may be unable to sell assets we would
otherwise want to sell and may need to sell assets we would otherwise wish to retain. In addition, we may have to
acquire additional income- or loss-generating assets that we might not otherwise have acquired or may have to forgo
opportunities to acquire interests in companies that we would otherwise want to acquire and would be important to our
investment strategy.
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As part of our Manager's obligations under the Management Agreement, our Manager will agree to refrain from
taking any action which, in its sole judgment made in good faith, would subject us to regulation under the Investment
Company Act. Failure to maintain an exclusion from registration under the Investment Company Act would require us
to significantly restructure our business plan. For example, because affiliate transactions are generally prohibited
under the Investment Company Act, we would not be able to enter into transactions with any of our affiliates if we are
required to register as an investment company, and we may be required to terminate our Management Agreement and
any other agreements with affiliates, which could have a material adverse effect on our ability to operate our business
and pay distributions. If we were required to register us 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. 
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Risks Related to Conflicts of Interest

Our Manager, our executive officers and their affiliates may face competing demands relating to their time, and if
inadequate time is devoted to our business, our stockholders' investment may be negatively impacted.

We rely on our executive officers and the executive officers and employees of our Manager and its affiliates for the
day-to-day operation of our business. These persons also conduct or may conduct in the future day-to-day operations
of other programs and entities sponsored by or affiliated with our Manager. Because these persons have or may have
such interests in other real estate programs and engage in other business activities, they may experience conflicts of
interest in allocating their time and resources among our business and these other activities. The amount of time that
our Manager and its affiliates spend on our business will vary from time to time and is expected to be greater while we
are raising money and acquiring investments. During times of intense activity in other programs and ventures, they
may devote less time and fewer resources to our business than are necessary or appropriate to manage our business.
We expect that as our real estate activities expand, our Manager will attempt to hire additional employees who would
devote substantially all their time to our business. There is no assurance that our Manager will devote adequate time to
our business. If our Manager or any of its respective affiliates suffers or is distracted by adverse financial or
operational problems in connection with its operations unrelated to us, it may allocate less time and resources to our
operations. If any of the foregoing events occur, the returns on our investments, our ability to make distributions to
stockholders and the value of our stockholders' investment may suffer.

Our Manager, our executive officers and their affiliates may face conflicts of interest, and these conflicts may not be
resolved in our favor, which could negatively impact our stockholders' investment.

Our executive officers and the employees of our Manager and its respective affiliates on whom we rely could make
substantial profits as a result of investment opportunities allocated to entities other than us. As a result, these
individuals could pursue transactions that may not be in our best interest, which could have a material adverse effect
on our operations and our stockholders' investment. Our Manager and its affiliates may be engaged in other activities
that could result in potential conflicts of interest with the services that they provide to us.

Our Manager and its affiliates will receive substantial fees from us, which could result in our Manager and its
affiliates taking actions that are not necessarily in the best interest of our stockholders.

Our Manager and its affiliates will receive substantial fees from us, including an asset management fee based on the
total value of our assets, and its affiliates will receive fees based on our revenues, which, in each case, could incent
our Manager to use higher levels of leverage to finance investments or accumulate assets to increase fees than would
otherwise be in our best interests. These fees could influence our Manager's advice to us, as well as the judgment of
the affiliates of our Manager who serve as our officers and directors. Therefore, considerations relating to their
compensation from other programs could result in decisions that are not in the best interests of our stockholders,
which could hurt our income and, as a result, our ability to make distributions to stockholders and/or lead to a decline
in the value of our stockholders' investment.

Properties acquired from affiliates of our Manager may be at a price higher than we would pay if the transaction were
the result of arm's-length negotiations.

The prices we pay to affiliates of our Manager for our properties may be equal to the prices paid by them, plus the
costs incurred by them relating to the acquisition and financing of the properties, or if the price to us is in excess of
such cost, substantial justification for such excess may exist and such excess may be reasonable and consistent with
current market conditions as determined by independent members of the conflicts committee of our board of directors.
Substantial justification for a higher price could result from improvements to a property by the affiliate of our
Manager or increases in market value of the property during the period of time the property is owned by the affiliate
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as evidenced by an appraisal of the property. In the event we were to acquire properties from one of our affiliates, our
proposed purchase prices will be based upon fair market values determined in good faith by our Manager, utilizing,
for example, independent appraisals and competitive bidding if the assets are marketed to the public, with any actual
or perceived conflicts of interest approved by independent members of the conflicts committee of our board of
directors. These prices may not be the subject of arm's-length negotiations, which could mean that the acquisitions
may be on terms less favorable to us than those negotiated in an arm's-length transaction. When acquiring properties
from our Manager and its affiliates, we may pay more for particular properties than we would have in an arm's-length
transaction, which would reduce our cash available for other investments or distribution to our stockholders.
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We may purchase real properties from persons with whom affiliates of our Manager have prior business relationships,
which may impact the purchase terms, and as a result, affect our stockholders' investment.

If we purchase properties from third parties who have sold, or may sell, properties to our Manager or its affiliates, our
Manager may experience a conflict between our current interests and its interest in preserving any ongoing business
relationship with these sellers. As a result of this conflict, the terms of any transaction between us and such third
parties may not reflect the terms that we could receive in the market on an arm's-length basis. If the terms we receive
in a transaction are less favorable to us, our results from operations may be adversely affected.

The absence of arm's-length bargaining may mean that our agreements may not be as favorable to our stockholders as
they otherwise could have been.

Any existing or future agreements between us and our Manager or any of its respective affiliates were not and will not
be reached through arm's-length negotiations. Thus, such agreements may require us to pay more than we would if we
were using unaffiliated third parties. The Management Agreement, the operating partnership agreement of our
Operating Partnership and the terms of the compensation to our Manager and its affiliates or distributions to our
Manager were not arrived at through arm's-length negotiations. The terms of the Management Agreement, the
operating partnership agreement of our Operating Partnership and similar agreements may not solely reflect our
stockholders' best interest and may be overly favorable to the other party to such agreements including in terms of the
substantial compensation to be paid to or the potential substantial distributions to these parties under these agreements.

Our Manager and its affiliates receive fees and other compensation based upon our investments, which may impact
operating decisions, and as a result, affect our stockholders' investment.

Daniel M. DuPree is our Chief Executive Officer and Chairman of the board of directors and the Chief Executive
Officer of our Manager. Leonard A. Silverstein is the Company's President and Chief Operating Officer and Vice
Chairman of the board of directors and the President and Chief Operating Officer of our Manager. As a result, Mr.
DuPree and Mr. Silverstein have a direct interest in all fees paid to our Manager and are in a position to make
decisions about our investments in ways that could maximize fees payable to our Manager and its affiliates. Some
compensation is payable to our Manager whether or not there is cash available to make distributions to our
stockholders. To the extent this occurs, our Manager and its affiliates benefit from us retaining ownership and
leveraging our assets, while our stockholders may be better served by the sale or disposition of, or lack of leverage on,
the assets. For example, because asset management fees payable to our Manager are based on total assets under
management, including assets purchased using debt, our Manager may have an incentive to incur a high level of
leverage in order to increase the total amount of assets under management. In addition, our Manager's ability to
receive fees and reimbursements depends on our revenues from continued investment in real properties and real
estate-related investments. Therefore, the interest of our Manager and its affiliates in receiving fees may conflict with
the interest of our stockholders in earning a return on an investment in our Common Stock or Preferred Stock.

If we invest in joint ventures, the objectives of our partners may conflict with our objectives.

In accordance with our acquisition strategies, we may make investments in joint ventures or other partnership
arrangements between us and affiliates of our Manager or with unaffiliated third parties. We also may purchase
properties in partnerships, co-tenancies or other co-ownership arrangements. Such investments may involve risks not
otherwise present when acquiring real estate directly, including, for example:

•joint venturers may share certain approval rights over major decisions;

•
a co-venturer, co-owner or partner may at any time have economic or business interests or goals which are or which
become inconsistent with our business interests or goals, including inconsistent goals relating to the sale of properties
held in the joint venture or the timing of termination or liquidation of the joint venture;
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•a co-venturer, co-owner or partner in an investment might become insolvent or bankrupt;
•we may incur liabilities as a result of an action taken by our co-venturer, co-owner or partner;

•
a co-venturer, co-owner or partner may be in a position to take action contrary to our instructions or requests or
contrary to our policies or objectives, including our policy with respect to qualifying and maintaining our qualification
as a REIT;

•
disputes between us and our joint venturers may result in litigation or arbitration that would increase our expenses and
prevent our officers and directors from focusing their time and effort on our business and result in subjecting the
properties owned by the applicable joint venture to additional risk; or

•under certain joint venture arrangements, neither venture partner may have the power to control the venture, and an
impasse could be reached which might have a negative influence on the joint venture.
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These events could result in, among other things, exposing us to liabilities of the joint venture in excess of our
proportionate share of these liabilities. The partition rights of each owner in a jointly owned property could reduce the
value of each portion of the divided property. Moreover, there is an additional risk neither co-venturer will have the
power to control the venture, and under certain circumstances, an impasse could be reached regarding matters
pertaining to the co-ownership arrangement, which might have a negative influence on the joint venture and decrease
potential returns to our stockholders. In addition, the fiduciary obligation that our Manager or our board of directors
may owe to our partner in an affiliated transaction may make it more difficult for us to enforce our rights.

If we have a right of first refusal or buy/sell right to buy out a co-venturer, co-owner or partner, we may be unable to
finance such a buy-out if it becomes exercisable or we may be required to purchase such interest at a time when it
would not otherwise be in our best interest to do so. If our interest is subject to a buy/sell right, we may not have
sufficient cash, available borrowing capacity or other capital resources to allow us to elect to purchase an interest of a
co-venturer subject to the buy/sell right, in which case we may be forced to sell our interest as the result of the
exercise of such right when we would otherwise prefer to keep our interest. Finally, we may not be able to sell our
interest in a joint venture if we desire to exit the venture.

Risks Related to Investments in Real Estate

Our real estate-related investments will be subject to the risks typically associated with real estate, which may have a
material effect on our stockholders' investment.

Our loans held for investment generally will be directly or indirectly secured by a lien on real property, or the equity
interests in an entity that owns real property, that, upon the occurrence of a default on the loan, could result in our
acquiring ownership of the property. We will not know whether the values of the properties ultimately securing our
loans will remain at or above the levels existing on the dates of origination of those loans. If the values of the
underlying properties decline, our risk will increase because of the lower value of the security associated with such
loans. In this manner, real estate values could impact the values of our loan investments. Any investments in
mortgage-related securities, collateralized debt obligations and other real estate-related investments (including
potential investments in real property) may be similarly affected by real estate property values. Therefore, our
investments will be subject to the risks typically associated with real estate.

The value of real estate may be adversely affected by a number of risks, including:

•natural disasters, such as hurricanes, earthquakes, floods and sea rise;
•climate change;

•acts of war or terrorism, including the consequences of terrorist attacks, such as those that occurred on September 11,
2001;
•adverse changes in national and local economic and real estate conditions;

•an oversupply of (or a reduction in demand for) space in the areas where particular properties are located and the
attractiveness of particular properties to prospective residents or tenants;

•changes in governmental laws and regulations, fiscal policies and zoning ordinances and the related costs of
compliance therewith and the potential for liability under applicable laws;

•costs of complying with applicable environmental requirements and remediation and liabilities associated with
environmental conditions affecting real properties; and
•the potential for uninsured or underinsured property losses.

The value of each property is affected significantly by its ability to generate cash flow and net income, which in turn
depends on the amount of rental or other income that can be generated net of expenses required to be incurred with
respect to the property. Many expenditures associated with properties (such as operating expenses and capital
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expenditures) cannot be reduced when there is a reduction in income from the properties. These factors may have a
material adverse effect on the ability of the borrowers to pay their loans, as well as on the value that we can realize
from assets we own or acquire.

Natural disasters could significantly reduce the value of our properties and our stockholders' investment.

Natural disasters, including hurricanes, tornadoes, earthquakes, wildfires and floods could significantly reduce the
value of our properties. While we will attempt to obtain adequate insurance coverage for natural disasters, insurance
may be too expensive, may have significant deductibles, or may not properly compensate us for the long-term loss in
value that a property may suffer if the area around it suffers a significant natural disaster. As a result, we may not be
compensated for the loss in value. Any diminution
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