


[bookmark: _Toc450389027][bookmark: _Toc45291629][bookmark: _Toc103608733]VALUE ADD GROWTH REIT III LLC
Additional Risk Factors

RISKS OF INVESTING
BUYING CLASS A INVESTOR SHARES IS SPECULATIVE AND INVOLVES SIGNIFICANT RISK, INCLUDING THE RISK THAT YOU COULD LOSE SOME OR ALL OF YOUR MONEY. THIS SECTION DESCRIBES WHAT WE BELIEVE ARE THE MOST SIGNIFICANT RISK FACTORS AFFECTING THE COMPANY AND ITS INVESTORS. THE ORDER IN WHICH THESE FACTORS ARE DISCUSSED IS NOT INTENDED TO SUGGEST THAT SOME FACTORS ARE MORE IMPORTANT THAN OTHERS. 
[bookmark: _Toc37418320][bookmark: _Toc44419083][bookmark: _Toc103608734][bookmark: _Toc45291630]Risks from COVID-19:  As a result of the COVID-19 pandemic, the world economy suffered the sharpest and most severe slowdown since at least the Great Depression. Although some segments of the economy have recovered, others have not. Moreover, the recovery has been fueled by enormous deficit spending by the Federal government and historic actions by the Federal Reserve to provide liquidity, neither of which is sustainable in the long term. The lingering effects of COVID-19 will affect real estate assets in a number of ways, both positively and negatively. We believe the multifamily market will continue to offer opportunities for successful acquisition and development, but neither we nor anyone else knows for certain what the real estate landscape will look like in the future..

[bookmark: _Toc103608735]This Is A “Blind Pool” Offering:  As of the date of this Offering Circular, the Company has not yet made any investments or identified projects in which it intends to invest. Consequently, you will have to decide whether to invest based on the experience, reputation, and track record of the Manager and the Sponsor, our business plan (all as described in this Offering Circular), and other factors you believe are relevant, rather than seeing and evaluating actual real estate assets. This structure is sometimes called a “blind pool offering.”
[bookmark: _Toc449618126][bookmark: _Toc516142755][bookmark: _Toc45291631][bookmark: _Toc103608736]Our Auditor Has Raised Questions About our Ability To Survive as a Going Concern:  In the audited financial statements attached to this Offering Circular, our auditor has noted the Company has not yet commenced planned principal operations and has not generated revenues or profits since inception, and that these factors, among others, raise substantial doubt about the Company’s ability to continue as a “going concern.” As further noted by our auditor, the Company’s ability to continue as a going concern in the next twelve months is dependent upon its ability to obtain capital financing from investors sufficient to meet current and future obligations, and to deploy that capital effectively to produce profits.  No assurance can be given that the Company will be successful in these efforts.
[bookmark: _Toc45291632][bookmark: _Toc103608737]You Might Lose Your Money:  When you buy a certificate of deposit from a bank, the Federal government (through the FDIC) guaranties you will get your money back. Buying Class A Investor Shares is not like that at all. The ability of the Company to make distributions depends on a number of factors, including some beyond our control. Nobody guaranties that you will receive payments and you might lose some or all of your money.
[bookmark: _Toc450389036][bookmark: _Toc45291633][bookmark: _Toc103608738]The Company is a Startup Business:  Although the principals of the Company have been engaged in the real estate and finance industries for years, the Company is a brand new business. Like any new business, the Company faces challenges on a number of fronts, including attracting and retaining qualified employees, designing and implementing new business systems, technology systems, marketing, and capital formation. If the Company failed in any of these or other key areas, the whole business could fail and Investors could lose some or all of their money.
[bookmark: _Toc450389046][bookmark: _Toc45291634][bookmark: _Toc103608739]Our Track Record Does not Guaranty Future Performance:  There is no guaranty that the Company will do well as its affiliates have done. Like most sectors of the national and global economy, the real estate market has been negatively impacted by the spread of COVID-19 and its resulting economic fallout. As a result, there is significant market uncertainty conditions may continue to evolve and we might not be able to adapt. In any case, the Company stands on its own.
[bookmark: _Toc450389028][bookmark: _Toc516142758][bookmark: _Toc45291635][bookmark: _Toc103608740][bookmark: _Toc449618156][bookmark: _Toc516142757]Speculative Nature of Real Estate Investing:  Real estate can be risky and unpredictable. For example, many experienced, informed people lost money when the real estate market declined in 2007-8. Time has shown that the real estate market goes down without warning, sometimes resulting in significant losses. Some of the risks of investing in real estate include changing laws, including environmental laws; floods, fires, and other Acts of God, some of which can be uninsurable; changes in national or local economic conditions; changes in government policies, including changes in interest rates established by the Federal Reserve; and international crises. You should invest in real estate in general, and in the Company in particular, only if you can afford to lose your investment and are willing to live with the ups and downs of the real estate industry.
[bookmark: _Toc45291636][bookmark: _Toc103608741]Our Growth Focus Increases Risk:  The Company intends to focus on real estate projects on the “growth” side of the growth/income spectrum. By definition, these projects will tend to carry greater risk, along with the potential for higher profits.
[bookmark: _Toc45291637][bookmark: _Toc103608742]Arbitrary Pricing:  The initial price of our Class A Investor Shares was determined arbitrarily by the Manager and was not determined by an independent appraisal of the Company’s value and bears no relationship to traditional measures of value such as EBITDA (earnings before interest, taxes, depreciation, and amortization), cash flow, revenue, or book value. 
[bookmark: _Toc516142759][bookmark: _Toc45291638][bookmark: _Toc103608743]Property Values Could Decrease:  The value of the property in which we invest could decline, perhaps significantly. Factors that could cause the value of property to decline include, but are not limited to:
Changes in interest rates
Competition from existing properties and new construction
Changes in national or local economic conditions
Changes in zoning
Environmental contamination or liabilities
Changes in local market conditions
Fires, floods, and other casualties
Uninsured losses
Undisclosed defects in property
Incomplete or inaccurate due diligence
[bookmark: _Toc516142760][bookmark: _Toc45291639][bookmark: _Toc103608744]Illiquidity of Real Estate:  Real estate is generally illiquid, meaning that it is not typically capable of being readily sold for cash at fair market value. Thus, the Company might not be able to sell a real estate project as quickly or on the terms that it would like. Moreover, the overall economic conditions that might cause the Company to want to sell properties are generally the same as those in which it would be most difficult to sell.
[bookmark: _Toc45291640][bookmark: _Toc103608745]Competition for Projects:  To achieve satisfactory returns for our Investors, the Manager must identify projects that satisfy our investment selection criteria and that can be acquired at reasonable prices. There is no guaranty that the Manager will be able to do so. The real estate industry is highly competitive and fragmented. The Manager, directly or through affiliates, will compete with other real estate developers for the most promising projects, and some of those other real estate developers could have substantially greater resources, allowing them to move more quickly, pay more, or have greater access to the best projects. The result could be that the Company winds up investing in projects of lower quality, or where the owner of the project (an affiliate of the Manager) paid too much as a result of intense competition. 
[bookmark: _Toc45291641][bookmark: _Toc103608746]The Company Might Invest in the Sponsor’s Projects:  The Company might invest in projects sponsored or co-sponsored by the Sponsor or its affiliates. These projects will not necessarily be the best projects available.
[bookmark: _Toc45291642][bookmark: _Toc103608747]Entitlement Risks:  The Company might invest in projects before some or all of the necessary zoning approvals have been obtained. Securing zoning approval can take a long time and be very expensive, and even after a long and expensive process there is no guaranty that approval will be given. If approvals cannot be obtained the value of the real estate could go down and Investors could lose some or all of their money.
[bookmark: _Toc45291643]

[bookmark: _Toc103608748]Governmental Regulation:  In addition to zoning approval, any development project will require the approval of numerous government authorities regulating such matters as density levels, the installation of utility services such as water and waste disposal, and the dedication of acreage for open space, parks, schools and other community purposes. Governmental authorities have imposed impact fees as a means of defraying the cost of providing certain governmental services to developing areas and the amount of these fees has increased significantly during recent years. Many state laws require the use of specific construction materials which reduce the need for energy consuming heating and cooling systems. Local governments also, at times, declare moratoriums on the issuance of building permits and impose other restrictions in areas where sewage treatment facilities and other public facilities do not reach minimum standards. All of these regulations will impose costs and risks on our Projects.
[bookmark: _Toc45291644][bookmark: _Toc103608749]Lack of Representations and Warranties from Sellers. The Company might invest in projects where the seller of the real estate made limited or no representations and warranties concerning the condition of the real estate, the status of leases, the presence of hazardous materials or hazardous substances, the status of governmental approvals and entitlements, and other important matters. If we fail to discover defects through our own due diligence review, but discover them only after the project has bene acquired and the Company has made its investment, we may have little or no recourse against the sellers.
[bookmark: _Toc450389032][bookmark: _Toc45291645][bookmark: _Toc103608750]Incomplete Due Diligence:  The Manager or an affiliate of the Manager will perform “due diligence” on each project, meaning we will review available information about the project, its current zoning, the surrounding community, and other information we believe is relevant. As a practical matter, however, it is simply impossible to review all of the information about a given piece of real estate (or about anything) and there is no assurance that all of the information we have reviewed is accurate. For example, sometimes important information is hidden or unavailable, or a third party might have an incentive to conceal information or provide inaccurate information, or we might not think of all the relevant information, or we might not be able to verify all the information we review. It is also possible that we will reach inaccurate conclusions about the information we have reviewed. Due diligence is as much an art as it is a science, and there is a risk that, especially with the benefit of hindsight, our due diligence will turn out to have been incomplete or inadequate.
[bookmark: _Toc516142765][bookmark: _Toc45291646][bookmark: _Toc103608751]Pricing of Assets:  The success of the Company and its ability to make distributions to Investors depends on the Manager’s ability to gauge the value of real estate assets. Although the Manager and its principals are experienced real estate investors and will rely on various objective criteria to select properties for investment, including, in all or almost all cases, third-party appraisals, ultimately the value of these assets is as much an art as a science, and there is no guaranty that the Company and its advisors will be successful.


Risks Associated with Securities Laws:  The Company is conducting this offering under Reg CF and we intend to conduct future offerings under Reg CF, Regulation D, and/or Regulation A. To satisfy any of these “exemptions” the Company must comply with complex rules, regulations, and requirements. Although the Company is guided by experienced securities counsel, it is possible that we would fail to qualify for an exemption with possibly negative consequences, including the inability to raise additional capital.
[bookmark: _Toc45291647][bookmark: _Toc103608752]Americans with Disabilities Act:  Under the Americans with Disabilities Act (the “ADA”), public accommodations must meet certain federal requirements related to access and use by disabled persons. Some (although not all) of the projects in which the Company invests will be “public accommodations,” and complying with the ADA and other similar laws will make those projects more expensive to build and maintain than they would have been otherwise. Furthermore, it is possible that the ADA could be extended by law or regulation, requiring existing projects to be retrofitted at great expense. 
[bookmark: _Toc45291648][bookmark: _Toc103608753]Difficulty Attracting Buyers and Tenants:  Some of the projects in which the Company invests will involve the construction of houses, with the expectation that the houses will be sold once construction is complete. Other projects will involve the construction of multi-family apartment communities, with the expectation that the apartments will be leased to tenants once construction is complete. In either situation, the projects will be built on “spec,” meaning that we will not have a buyer for the house or tenants for the apartments at the time construction begins. Depending on market conditions, we might experience difficulty finding a buyer or tenants, with adverse effects on the profitability of the project.
[bookmark: _Toc45291649][bookmark: _Toc103608754]Construction Risks:  Most or all of the projects in which the Company invests will involve substantial renovation of existing properties or construction of new properties. No matter how carefully we plan, the construction process is notorious for cost overruns and delays. If the construction of a project ended up costing significantly more than we had budgeted, or took significantly longer to complete than forecast, or were done improperly, the profitability or even the viability of the project could suffer. 
[bookmark: _Toc485713113][bookmark: _Toc45291650][bookmark: _Toc103608755]Environmental Risks:  The Manager or its affiliates will conduct typical environmental testing on each project to determine the existence of significant environmental hazards. However, it is impossible to be certain of all the ways that a given piece of real estate has been used, raising the possibility that environmental hazards could exist despite our environmental investigations. Under Federal and State laws, moreover, a current or previous owner or operator of real estate may be required to remediate any hazardous conditions without regard to whether the owner knew about or caused the contamination. Similarly, the owner of real estate could become subject to common law claims by third parties based on damages and costs resulting from environmental contamination. The cost of investigating and remediating environmental contamination can be substantial, even catastrophic. The existence of an environmental hazard could therefore present direct or indirect risks to the Company.
[bookmark: _Toc45291651][bookmark: _Toc103608756]

Lack of Diversification:  The first projects in which the Company invests will probably be concentrated in Southern California because that’s where our Sponsor is located. Therefore, the Company’s portfolio of real estate assets will be relatively undiversified geographically. Portfolio theory suggests that greater diversification reduces risk, and therefore investors considering an investment in the Company should also consider investments that would, in effect, lead to a better-diversified total portfolio.
[bookmark: _Toc45291652][bookmark: _Toc103608757]Concentration of Assets in a Small Number of Projects:  The Company will begin deploying capital (that is, investing in projects) right away. This means that, at the extreme, up to 100% of the Company’s assets could be deployed in a single project, significantly increasing the risk of Investors as compared to a portfolio in which the Company’s capital is deployed across a greater number of projects. 
[bookmark: _Toc45291653][bookmark: _Toc103608758]No Offering Minimum:  Although the Company hopes to raise as much as $75,000,000 from the Offering, it will begin deploying capital (that is, investing in projects) from the first dollar. If the Company raised only a small amount from the Offering – say, $500,000, just to use an example – its business plans would be severely curtailed, creating greater risks for Investors.
[bookmark: _Toc45291654][bookmark: _Toc103608759][bookmark: _Toc516142776]Inability to Implement Liquidity Transactions:  We will typically aim to invest in projects that can be liquidated (i.e., sold) within approximately five years. However, there is no guarantee that we will be able to successfully pursue a liquidity event with respect to any of our projects. Market conditions may delay or even prevent the Manager from pursuing liquidity events. If we do not or cannot liquidate our real estate portfolio, or if we experience delays due to market conditions, this could delay Investors’ ability to receive a return of their investment indefinitely and may even result in losses.
Our Target Offering Amount is Arbitrary:  We will begin to deploy the proceeds of this offering when we have raised as little as $10,000. However, if we raise only $10,000 or anything close to that we will not be able to achieve any of our business goals and the Company might not survive. Hence, investors who invest early will take substantively more risk than those who invest later.
[bookmark: _Toc516142777][bookmark: _Toc45291655][bookmark: _Toc103608760]Need for Additional Capital:  The Company relies on raising capital to execute its business plan in several ways:
· The Company’s focus on “value add” projects implies that once the Company acquires a project it will spend money on renovations.
· Access to ready capital allows the Company to acquire quality projects that it might otherwise lose.
· The more equity the Company has in a project, the lower its borrowing costs.
· With adequate capital the Company can afford to hold projects longer, if it believes a longer hold period will increase returns.
There is no guarantee that the Company will be able to raise the capital it needs or on terms that are not adverse to the interests of Investors. 
[bookmark: _Toc516142778][bookmark: _Toc45291656][bookmark: _Toc103608761]Risk of Dilution: If we raise additional capital in the future by issuing equity interests in the Company, your ownership interest would be diluted.
We Anticipate Future Offerings:   The Company intends to raise capital using Regulation A, possibly as much as $75 million per year. 
[bookmark: _Toc516142779][bookmark: _Toc45291657][bookmark: _Toc103608762]Future Securities Could Have Superior Rights:  The Company might issue securities in the future that have rights superior to the rights associated with the Class A Investor Shares. For example, the holders of those securities could have the right to receive distributions before any distributions are made to Investors, or distributions that are higher, dollar for dollar, than the distributions paid to the holders of the Class A Investor Shares, or the right to receive all their money back on a liquidation of the Company before the holders of the Class A Investor Shares receive anything
[bookmark: _Toc103608763]The SEC Could Take Away Our Ability to Raise Capital Any Time:  The SEC has powerful tools allowing it to take away our ability to raise capital using Regulation A. Under Rule 258, the SEC can order us to stop raising capital if it believes we have violated any material condition of Regulation A. Even more alarming, under Rule 262 the SEC can suspend the Offering immediately, and without notice, simply by telling us that it is investigating the Offering – that is, before it even believes we have done something wrong. Moreover, if the SEC exercises its power to stop this Offering it will have a “domino” effect, precluding the Company from raising capital under Regulation D or Reg CF also.
[bookmark: _Toc450389035][bookmark: _Toc516142780][bookmark: _Toc45291658][bookmark: _Toc103608764]Risks Associated with Leverage: We intend to borrow money to finance most or all of the projects in which the Company invests. While debt financing can improve returns in a good market, it carries significant risks in a bad market, and therefore increases our vulnerability to downturns in the real estate market or in economic conditions generally. There is no guaranty that we will generate sufficient cash flow to meet our debt service obligations, and we may be unable to repay, refinance or extend our debt when due. We may also give our lender(s) security interests in our assets as collateral for our debt obligations. If we are unable to meet our debt service obligations, those assets could be foreclosed upon, which could negatively affect our ability to generate cash flows to fund distributions to Investors. We may also be required to sell assets to repay debt and may be forced to sell at times that are unfavorable to the Company, which would likewise negatively affect our ability to operate successfully.
[bookmark: _Toc45291659][bookmark: _Toc103608765]Uninsured Losses:  The Manager or an affiliate of the Manager will try to ensure that each project carries adequate insurance coverage against foreseeable risks. However, there can be no assurance that our insurance will be adequate, and insurance against some risks, like the risk of earthquakes and/or floods, might be unavailable altogether or available at commercially unreasonable rates or in amounts that are less than the full market value or replacement cost of the underlying properties. Hence, it is possible that a project would suffer an uninsured loss, resulting in a loss to the Company and Investors. Given the Company’s initial focus on Southern California, the risk of uninsured losses from earthquakes is especially significant.
[bookmark: _Toc96532467][bookmark: _Toc103608766]SEC Investigation of Affiliate:  DF Growth REIT II LLC, an affiliate of the Company also controlled by the Sponsor (“DF Growth REIT”), is currently being investigated by the SEC for alleged violations of federal securities laws. The SEC has brought an action under Rule 258 to permanently enjoin (stop) the offering DF Growth REIT was conducting under Regulation A. DF Growth REIT is vigorously contesting the SEC’s actions and believes it will be fully vindicated. However, an adverse result could potentially affect the Company as well, specifically its ability to raise capital.
[bookmark: _Toc516142775][bookmark: _Toc45291660][bookmark: _Toc103608767]Broad Investment Strategy:  The Manager has broad discretion to choose projects. An Investor might prefer a more focused strategy. 
[bookmark: _Toc45291661][bookmark: _Toc103608768]Loss of Uninsured Bank Deposits:  Any cash the Company has on hand from time to time will likely be held in regular bank accounts. While the FDIC insures deposits up to a specified amount, it is possible that the amount of cash in the Company’s account would exceed the FDIC limits, resulting in a loss if the bank failed.
[bookmark: _Toc45291662][bookmark: _Toc103608769]Potential Liability to Return Distributions:  Under some circumstances, Investors who received distributions from the Company could be required to return some or all of those distributions. However, Investors generally will not be liable for the debts and obligations of the Company beyond the amount they paid for the Class A Investor Shares.
[bookmark: _Toc45291663][bookmark: _Toc103608770]Limited Liability of Manager:  Under the Company’s Limited Liability Company Agreement, the grounds for which an Investor may sue the Manager is very limited. For example, the Limited Liability Company Agreement waives all fiduciary obligations of the Manager. This means that except in rare circumstances, you will not be able to sue the Manager even if the Manager makes mistakes and those mistakes cost you money.
[bookmark: _Toc450389033][bookmark: _Toc45291664][bookmark: _Toc103608771]Limited Participation in Management:  Investors will not have a right to vote or otherwise participate in managing the Company. For example, Investors will have no voice in selecting the projects in which the Company invests, deciding on the terms of the investment, or deciding when a project should be sold. Only those willing to give complete control to our management team should consider an investment in the Company.
[bookmark: _Toc45291665][bookmark: _Toc103608772]Reliance on Management:  The success of the Company depends almost exclusively on the abilities of its current management team. If any of these individuals resigned, died, or became ill, the Company and its Investors could suffer.
[bookmark: _Toc450389041][bookmark: _Toc45291666][bookmark: _Toc103608773]Conflicts of Interest:  The interests of the Manager could conflict with the interests of Investors in a number of important ways, including these:
The interests of Investors might be better-served if our management team devoted its full attention to the business of the Company. Instead, our team will manage a number of different projects. 
At least initially, the Company might not consider investing in projects other than those controlled by the Manager and its affiliates, even if the projects in question represent better opportunities.
The Manager and its affiliates might not invest significant equity in the Company or in the projects in which the Company invests. If they do not, their economic interests could be in conflict with the interests of Investors.
Members of our management team have business interests wholly unrelated to the Company and its affiliates, all of which require a commitment of time.
The lawyers who prepared the Limited Liability Company Agreement, the Investment Agreement, and this Offering Circular represent us, not you. You must hire your own lawyer (at your own expense) if you want your interests to be represented.
[bookmark: _Toc40706237][bookmark: _Toc44419089][bookmark: _Toc103608774][bookmark: _Toc450389038]Waiver of Right to Jury Trial:  The Investment Agreement and the LLC Agreement both provide that legal claims will be decided only by a judge, not by a jury. The provision in the LLC Agreement will apply not only to an Investor who purchases Class A Investor Shares in the Offering, but also to anyone who acquires Class A Investor Shares in secondary trading. Having legal claims decided by a judge rather than by a jury could be favorable or unfavorable to the interests of an owner of Class A Investor Shares, depending on the parties and the nature of the legal claims involved. It is possible that a judge would find the waiver of a jury trial unenforceable and allow an owner of Class A Investor Shares to have his, her, or its legal claim decided by a jury. In any case, the waiver of a jury trial in both the Investment Agreement and the LLC Agreement do not apply to claims arising under the Federal securities laws.
[bookmark: _Toc516142793][bookmark: _Toc13749520][bookmark: _Toc37418325][bookmark: _Toc44419088][bookmark: _Toc103608775][bookmark: _Toc45291669]Forum Selection Provision:  Our Investment Agreement and our LLC Agreement both provide that disputes will be handled solely in the state or federal courts located in Delaware. We included this provision primarily because (i) the Company is organized under Delaware law, (ii) Delaware courts have developed significant expertise and experience in corporate and commercial law matters and investment-related disputes (which typically involve very complex legal questions), particularly with respect to alternative entities (such as LLCs), and have developed a reputation for resolving disputes in these areas in an efficient manner, and (iii) Delaware has a large and well-developed body of case law in the areas of corporate and alternative entities law and investment-related disputes, providing predictability and stability for the Company and its Investors. This provision could be unfavorable to an Investor to the extent a court in a different jurisdiction would be more likely to find in favor of an Investor or be more geographically convenient to an Investor. It is possible that a judge would find this provision unenforceable and allow an Investor to file a lawsuit in a different jurisdiction.


Section 27 of the Exchange Act provides that Federal courts have exclusive jurisdiction over lawsuits brought under the Exchange Act, and that such lawsuits may be brought in any Federal district where the defendant is found or is an inhabitant or transacts business. Section 22 of the Securities Act provides that Federal courts have concurrent jurisdiction with State courts over lawsuits brought under the Securities Act, and that such lawsuits may be brought in any Federal district where the defendant is found or is an inhabitant or transacts business. Investors cannot waive our (or their) compliance with Federal securities laws. Hence, to the extent the forum selection provisions of the Investment Agreement or the LLC Agreement conflict with these Federal statutes, the Federal statutes would prevail.
[bookmark: _Toc103608776]Limitation on Rights in LLC Agreement:  The Company’s Limited Liability Company Agreement limits your rights in several important ways, including these:

The LLC Agreement significantly curtails your right to bring legal claims against management. 
The LLC Agreement limits your right to obtain information about the Company and to inspect its books and records. 
Investors can remove the Manager only in very limited circumstances, even if you think the Manager is doing a bad job.
The Manager is allowed to amend the LLC Agreement in certain respects without your consent.
The LLC Agreement restricts your right to sell or otherwise transfer your Class A Investor Shares.
The LLC Agreement gives the Manager the right to buy back your Class A Investor Shares without your consent if the Manager determines that (i) the Company would otherwise become subject to the Employee Retirement Income Security Act of 1974 (after referred to as “ERISA”), or (ii) you have engaged in certain misconduct.
The LLC Agreement provides that all disputes will be conducted in San Diego County, California.
[bookmark: _Toc450389040][bookmark: _Toc45291670][bookmark: _Toc103608777]Limitations on Rights in Investment Agreement:  To purchase Class A Investor Shares, you are required to sign our Investment Agreement. The Investment Agreement would limit your rights in several important ways if you believe you have claims against us arising from the purchase of your Class A Investor Shares:

Any claims arising from your purchase of Class A Investor Shares or the Investment Agreement must be brought in the state or federal courts located in San Diego, California, which might not be convenient to you.

You would not be entitled to a jury trial.
You would not be entitled to recover any lost profits or special, consequential, or punitive damages.
If you lost your claim against us, you would be required to pay our expenses, including reasonable attorneys’ fees. If you won, we would be required to pay yours.
[bookmark: _Toc450389043][bookmark: _Toc485713121][bookmark: _Toc45291671][bookmark: _Toc103608778]Limits on Transferability:  There are several obstacles to selling or otherwise transferring your Class A Investor Shares:

There will be no established market for your Class A Investor Shares, meaning you could have difficulty finding a buyer.

Under the Limited Liability Company Agreement, the Class A Investor Shares may not be transferred in some circumstances.
If you want to sell your Class A Investor Shares, you must first offer it to the Manager.
Under the Limited Liability Company Agreement, the Class A Investor Shares may not be transferred if the Manager determines that the transfer could jeopardize the status of the Company as a REIT.
To qualify as a REIT, the Limited Liability Company Agreement limits the amount of the Company that any one person may own, which may restrict your ability to sell Class A Investor Shares to others who have invested in the Company.
Taking all that into account, you should plan to own your Class A Investor Shares indefinitely.
[bookmark: _Toc450389047][bookmark: _Toc45291672][bookmark: _Toc103608779]Risk of Failure to Comply with Securities Laws:  Affiliates of the Company have previously sold securities relying on the exemptions under Regulation D and Regulation A, and the current Offering by the Company relies on the exemption under Regulation A. In all cases, we have relied on the advice of securities lawyers and believe we qualify for the exemption. If we did not qualify, we could be liable to penalties imposed by the Federal government and State regulators, as well as to lawsuits from investors.
[bookmark: _Toc485713127][bookmark: _Toc45291673][bookmark: _Toc103608780]Reduced Disclosure Requirements Under the JOBS Act:  The Class A Investor Shares are being offered pursuant to Tier 2 of Regulation A issued by the SEC, as amended pursuant to the Jumpstart Our Business Startups Act of 2012 (known as the “JOBS Act”). Regulation A does not require us to provide you with all of the information that would be required in a registration statement in connection with an initial public offering (IPO) of securities. As a Regulation A issuer, we are also not subject to the same level of ongoing reporting obligations as a typical public reporting company, including, but not limited to, many of the disclosure requirements applicable to public reporting companies under the Securities Exchange Act of 1934.
[bookmark: _Toc485713128][bookmark: _Toc45291674][bookmark: _Toc103608781]

We Are an “Emerging Growth Company” Under the JOBS Act: Today, the Company qualifies as an “emerging growth company” under the JOBS Act. If the Company were to become a public company (e.g., following an IPO) and continued to qualify as an emerging growth company, it would be able to take advantage of certain exemptions from the reporting requirements under the Securities Exchange Act of 1934 and exemptions from certain investor protection measures under the Sarbanes Oxley Act of 2002. Using these exemptions could benefit the Company by reducing compliance costs, but could also mean that investors receive less information and receive fewer protections than they would otherwise. However, these exemptions – and the status of the Company as an “emerging growth company” in the first place – will not be relevant unless the Company becomes a public reporting company, which we do not plan or foresee.
[bookmark: _Toc449618145][bookmark: _Toc485713129][bookmark: _Toc45291675][bookmark: _Toc103608782]We Are Not Subject to the Corporate Governance Requirements that Apply to Companies Listed on a National Exchange:  Companies whose securities are listed on a national stock exchange (for example, the New York Stock Exchange) are generally subject to a number of rules about corporate governance that are intended to protect investors. For example, the major U.S. stock exchanges require listed companies to have an audit committee made up entirely of independent members of the board of directors (i.e., directors with no material outside relationships with the company or management), which is responsible for monitoring the Company’s compliance with the law. As of the date of this Offering Statement, neither the Class A Investor Shares nor any other securities of the Company are listed on a national exchange, and it is likely that our securities will never be listed on a national exchange. Accordingly, you may not have the same protections afforded to stockholders of companies that are subject to all of the corporate governance requirements of a national exchange. 
[bookmark: _Toc450389050][bookmark: _Toc45291676][bookmark: _Toc103608783]Regulation As An Investment Company: If the Company were treated as an “investment company” under the Investment Company Act of 1940, we would be required to comply with a number of special rules and regulations and incur significant cost doing so. In addition, if it were determined that the Company had operated as an investment company without registering as such, we could be subject to significant penalties and, among other things, any contracts the Company had entered into could be rendered unenforceable. As described in “INVESTMENT COMPANY ACT LIMITATIONS.”  We intend to conduct our business so that we are not treated as an investment company. However, we might not be successful. 
[bookmark: _Toc516142804][bookmark: _Toc45291677][bookmark: _Toc103608784]Failure to Satisfy Conditions of REIT; Taxes on REITs:  We intend to elect to be taxed as a real estate investment trust, or “REIT,” under Sections 856 through 860 of the Internal Revenue Code (the “Code”) for purposes of federal income taxes. To qualify as a REIT, the Company must satisfy a number of criteria, both now and on an ongoing basis. Should the Company fail to satisfy any of these criteria, even inadvertently, it could become subject to penalty taxes and/or lose its REIT status altogether, which would make the Company subject to federal income tax and thereby reduce the returns to investors substantially. Further, even if it maintains its REIT status, the Company could be subject to various taxes in some situations. While the Company intends to seek guidance from tax advisors and operate its business accordingly, there is no guaranty that it will be able to avoid taxes and maintain its qualification as a REIT.
[bookmark: _Toc516142806][bookmark: _Toc45291679][bookmark: _Toc103608786]REIT Requirements Could Restrict Actions:  REITs are subject to a 100% tax on income from “prohibited transactions,” which include sales of assets that constitute inventory or other property held for sale in the ordinary course of a business, other than foreclosure property. This 100% tax could impact our desire to sell assets and other investments at otherwise opportune times if we believe such sales could be considered a prohibited transaction.
[bookmark: _Toc516142807][bookmark: _Toc45291680][bookmark: _Toc103608787]Required Distributions:  As a REIT, we generally must distribute 90% of our annual taxable income to our investors. From time to time we might generate taxable income greater than our net income for financial reporting purposes from, among other things, amortization of capitalized purchase premiums, or our taxable income might be greater than our cash flow available for distribution to our stockholders. If we do not have other funds available in these situations, we might be unable to distribute 90% of our taxable income as required by the REIT rules. In that case, we would need to borrow funds, sell a portion of our investments, potentially at disadvantageous prices, or find another alternative source of funds. These alternatives could increase our costs or reduce our equity and reduce amounts to invest in real estate assets and other investments. Moreover, the distributions received by our stockholders in such an event could constitute a return of capital for federal income tax purposes, as the distributions would be in excess of our earnings and profits.
[bookmark: _Toc516142808][bookmark: _Toc45291681][bookmark: _Toc103608788]Federal and State Income Taxes as a REIT:  Even if the Company qualifies and maintains its qualification as a REIT, it may be subject to federal income taxes and related state taxes. For example, if we have net income from a “prohibited transaction,” such income will be subject to a 100% tax. The Company may not be able to make sufficient distributions to avoid excise taxes applicable to REITs. The Company may also decide to retain income it earns from the sale or other disposition of its property and pay income tax directly on such income. In that event, the Company’s investors will be treated as if they earned that income and paid the tax on it directly. However, shareholders that are tax-exempt would have no benefit from their deemed payment of such tax liability. The Company may also be subject to state and local taxes on its income or property. Any federal or state taxes paid by the Company will reduce the Company’s operating cash flow and cash available for distributions.
[bookmark: _Toc516142811][bookmark: _Toc45291682][bookmark: _Toc103608789]FIRPTA Tax on Non-U.S. Sellers:  A non-U.S. Investor who sells Class A Investor Shares for a gain would generally be subject to tax under the Foreign Investment in Real Property Tax Act (FIRPTA) if the Company does not qualify as a “domestically controlled REIT,” meaning a REIT in which less than 50% of the value of the outstanding shares are owned by non-U.S. persons. We intend to qualify as a domestically controlled REIT, but there can be no assurance we will always do so.
[bookmark: _Toc103608790]Lawsuits Against Principals: The principals of our Sponsor, Alan Lewis and Craig Cecilio, are defendants in several lawsuits arising from real estate transactions launched before the Company and even the Sponsor were formed. If decided adversely these lawsuits could have an adverse effect on the Company. See “OUR MANAGEMENT TEAM – LEGAL PROCEEDINGS.”
[bookmark: _Toc450389052][bookmark: _Toc45291683][bookmark: _Toc103608791]

Breaches of Security:  It is possible that our systems would be “hacked,” leading to the theft or disclosure of confidential information you have provided to us. Because techniques used to obtain unauthorized access or to sabotage systems change frequently and generally are not recognized until they are launched, we and our vendors may be unable to anticipate these techniques or to implement adequate defensive measures.
THE FOREGOING ARE NOT NECESSARILY THE ONLY RISKS OF INVESTING
PLEASE CONSULT WITH YOUR PROFESSIONAL ADVISORS
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