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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

The Registration Statement on Form S-11 (the “Registration Statement™) of Shopoff Properties Trust, Inc. (the “Company”) was declared effective by the
Securities and Exchange Commission (the “SEC”) on August 29, 2007. The March 31, 2010 condensed consolidated financial statements of the Company
required to be filed with this Quarterly Report on Form 10-Q within 45 days of the quarter end were prepared by management without audit and commences on
the following page, together with the related notes. In the opinion of management, the March 31, 2010 condensed consolidated financial statements present
fairly the financial position, results of operations and cash flows of the Company. This report should be read in conjunction with the annual report of the
Company for the year ended December 31, 2009, included in the Company’s Form 10-K previously filed with the SEC on March 30, 2010.




CONDENSED CONSOLIDATED BALANCE SHEETS
As of March 31, 2010 (Unaudited) and December 31, 2009

ASSETS
Assets

Cash and cash equivalents
Restricted cash
Note and interest receivable
Real estate investments
Prepaid expenses and other assets
Property and equipment, net

Total Assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Accounts payable and accrued liabilities
Due to related parties
Interest payable
Income taxes payable
Notes payable secured by real estate investment
Total Liabilities
Commitments and Contingencies
Equity
Shopoff Properties Trust, Inc. stockholders equity:
Common stock, $0.01 par value; 200,000,000 shares authorized; 1,934,600 and 1,912,100 shares issued and
outstanding at March 31, 2010 and December 31, 2009, respectively
Additional paid-in capital, net of offering costs
Subscribed stock, $0.01 par value, zero and 6,300 shares subscribed but not issued at March 31, 2010 and December
31, 2009, respectively
Accumulated deficit
Total Shopoff Properties Trust, Inc. stockholders equity
Non-controlling interest
Total stockholder’s equity
Total Liabilities and Stockholder’s Equity

March 31, 2010

December 31,

(Unaudited) 2009

$ 240,411 $ 146,022
442,692 189,953
653,058 662,345
18,138,334 19,034,147
109,302 76,631

90,261 100,211

$ 19,674,058 $ 20,209,309
$ 412,491 $ 536,047
24,285 16,700

32,573 72,493

11,986 42,986
3,908,416 4,900,000
4,389,751 5,568,226
19,346 19,121
16,094,978 15,768,971

— 59,850
(830,117) (1,206,959)
15,284,207 14,640,983

100 100

15,284,307 14,641,083

$ 19,674,058 $ 20,209,309

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three months Ended March 31, 2010 and 2009

(Unaudited)
Three months Three months
Ended Ended
March 31, March 31,
2010 2009
Revenues
Sale of real estate $ 2,231,775  $ 5,000,000
Interest income, notes receivable 20,722 163,915
Interest income and other — 14,904
2,252,497 5,178,819
Expenses
Cost of sales of real estate 1,356,673 2,977,742
Stock based compensation 112,482 —
Professional fees 131,987 163,366
Insurance 50,434 55,802
General and administrative 127,043 54,639
Dues and subscriptions 29,621 —
Director compensation 44,875 38,879
Acquisition fees paid to advisor — 69,000
Due diligence costs related to properties not acquired 22,540 106,669
1,875,655 3,466,097
Net income before income taxes 376,842 1,712,722
Provision for income taxes — 116,481
Net income available to common shareholders per common share $ 376,842 $ 1,596,241
Basic $ 020 $ 0.86
Diluted $ 018 $ 0.79
Weighted-average number of common shares outstanding used in per share computations:
Basic 1,917,735 1,857,300
Diluted 2,134,485 2,026,050

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three months Ended March 31, 2010 and 2009

(Unaudited)
Three months Three months
Ended Ended
March 31, March 31,
2010 2009
Cash Flows From Operating Activities
Net income $ 376,842 $ 1,596,241
Adjustments to reconcile net income to net cash used in operating activities:
Gain on sale of real estate investment (875,102) (2,022,258)
Depreciation expense 11,175 4,095
Stock based compensation expense 112,482 —
Changes in assets and liabilities:
Due to related parties 7,584 (118,504)
Accounts payable and accrued liabilities (123,556) 72,415
Income taxes payable (31,000) 116,481
Interest payable (39,920) —
Prepaid expenses and other assets (32,672) 29,823
Net cash used in operating activities (594,167) (321,707)
Cash Flows From Investing Activities
Purchase of property and equipment (1,225) —
Notes receivable, net 9,288 (2,463,915)
Real estate investments (254,620) —
Proceeds from sale of real estate investment, net 2,025,536 4,636,392
Real estate deposits — 2,300,000
Net cash provided by investing activities 1,778,979 4,472,477
Cash Flows From Financing Activities
Repayment of notes payable secured by real estate investment (991,584) —
Offering costs paid to advisor — (177,965)
Stock subscriptions (59,850) 58,900
Issuance of common stock to subscribers 213,750 —
Restricted cash (252,739) (58,937)
Net cash used in financing activities (1,090,423) (178,002)
Net change in cash 94,389 3,972,768
Cash, beginning of period 146,022 7,486,696
Cash, end of period $ 240411 $ 11,459,464
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest $ 30,247 $ —
Cash paid for income taxes $ 31,000 $ —

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. ORGANIZATION AND NATURE OF BUSINESS
Formation and nature of operations

Shopoff Properties Trust, Inc. (the “Trust”) was incorporated on November 16, 2006 under the laws of the State of Maryland. The Trust intends to elect to
be treated as a real estate investment trust (“REIT”) for federal income tax purposes for its tax year ending December 31, 2011. The Trust was incorporated to
raise capital and acquire ownership interests in undervalued, undeveloped, non-income producing real estate assets for which the Trust will obtain entitlements
and hold such assets as long-term investments for eventual sale. In addition, the Trust may acquire partially improved and improved residential and commercial
properties and other real estate investments. It is presently expected that the majority of the Trust’s real estate related assets will be located in California,
Nevada, Arizona, Hawaii and Texas. The Trust and all of its majority-owned subsidiaries are hereinafter collectively referred to as (the “Company” or “We”).

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. At our inception, our focus was on adding value to property
through the entitlement process, but the current real estate market has generated a supply of real estate projects that are all partially or completely developed
versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value of real property through redesign and engineering
refinements and removes much of the entitlement risk that we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the
peaks of 2005-2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more assets than previously contemplated.

We believe there will be continued distress in the real estate market in the near term, although we feel that prices have found support in some of our target
markets. We have seen pricing increase substantially from the lows of the past year or two, but opportunities continue to be available as properties make their
way through the financial system and ultimately come to market. We are also seeing more opportunities to work with landowners under options or joint
ventures and obtain entitlements in order to create long term shareholder value. Our view of the mid to long term is more positive, and we expect property
values to improve over the four- to ten-year time horizon. Our plan has been to be in a position to capitalize on these opportunities for capital appreciation.

The Company is conducting a best-efforts initial public offering in which it is offering 2,000,000 shares of its common stock at a price of $9.50 per share. If
the 2,000,000 shares are sold, the offering price will increase to $10.00 per share until an additional 18,100,000 shares of common stock are sold. On August 29,
2008, the Company met the minimum offering requirement of the sale of at least 1,700,000 shares of common stock. As of March 31, 2010, the Company had
accepted subscriptions for the sale of 1,878,500 shares of its common stock at a price of $9.50 per share not including 21,100 shares issued to The Shopoff
Group L.P. and not including 35,000 shares of vested restricted stock issued to certain officers and directors. As of March 31, 2010, the Company had 121,500
shares of common stock at a price of $9.50 and 18,100,000 shares at a price of $10.00 remaining for sale. On August 27, 2009, the Company announced that it
had extended the expiration date of its best-efforts initial public offering by one year, from August 29, 2009 until August 29, 2010 (or until the date the entire
offering is sold).

The Company adopted December 31 as its fiscal year end.
As of March 31, 2010, the Company owned six properties (See Note 4 for additional information):
e Five hundred forty three unimproved residential lots in the City of Menifee, California purchased for $1,650,000.

e Afinal plat of seven hundred and thirty nine residential lots on a total of two hundred acres of unimproved land in the Town of Buckeye, Maricopa
County, Arizona purchased for $3,000,000.

o Approximately one hundred eighteen acres of vacant and unentitled land located near the City of Lake Elsinore, in an unincorporated area of
Riverside County, California, acquired via a Settlement Agreement with Springbrook Investments, L.P., a California limited partnership
(“Springbrook™), in which Springbrook agreed to execute and deliver a grant deed to the underlying real estate collateral in consideration for the
discharge by us of all of Springbrook’s obligations under a secured promissory note owned by the Company.




e Approximately 6.11 acres of vacant and unentitled land located near the City of Lake Elsinore, in an unincorporated area of Riverside County,
California also acquired via a Settlement Agreement with Springbrook, in which Springbrook agreed to execute and deliver a grant deed to the
underlying real estate collateral in consideration for the discharge by us of all of Springbrook’s obligations under a second, separate secured
promissory note owned by the Company.

e Five hundred and nineteen entitled but unimproved residential lots and two commercial lots located in the City of Lake Elsinore, California
purchased as part of a larger transaction with an overall purchase price of $9,600,000. The five hundred and nineteen entitled but unimproved
residential lots and two commercial lots have an allocated basis of $6,330,000.

e Four hundred acres of unentitled and unimproved land located in the City of Chino Hills, California purchased as part of a larger transaction with
an overall purchase price of $9,600,000. The four hundred acres have an allocated basis of $3,270,000.

Through March 31, 2010, the Company had originated three loans, a $600,000 secured loan to Mesquite Venture I, LLC and two secured loans totaling
$2,300,000 to Aware Development Company, Inc. of which one loan, the $600,000 secured loan to Mesquite Venture I, LLC, was outstanding as of December
31, 2009 (See Note 3).

The Company’s day-to-day operations are managed by Shopoff Advisors, L.P., a Delaware limited partnership (the “Advisor™), as further discussed in Note
7. The Advisor manages, supervises and performs the various administrative functions necessary to carry out our day-to-day operations. In addition, the Advisor
identifies and presents potential investment opportunities and is responsible for our marketing, sales and client services. Pursuant to the Advisory Agreement,
the Advisor’s activities are subject to oversight by our board of directors.

The Company’s majority-owned subsidiary, Shopoff Partners, L.P., a Maryland limited partnership (the “Operating Partnership”), or wholly owned
subsidiaries of the Operating Partnership, will own substantially all of the properties acquired on behalf of the Company. The Trust’s wholly owned subsidiary,
Shopoff General Partner, LLC, a Maryland limited liability company (the “Sole General Partner”), is the sole general partner of the Operating Partnership and
owns 1% of the equity interest therein. The Trust and the Advisor own 98% and 1% of the Operating Partnership, respectively, as limited partners.

Liquidity Matters

The accompanying condensed consolidated financial statements have been prepared assuming the Company will continue to meet its liquidity requirements
for the foreseeable future. As of March 31, 2010, the Company had an accumulated deficit of $830,117 and also had negative cash flows from operations for the
quarter ended March 31, 2010 and for the year ended December 31, 2009 of approximately $594,000 and $557,000, respectively. As further discussed in Note
4, in November 2009 the Company paid $9.6 million in a combination of cash and a seller financed purchase note as part of the consideration to purchase 519
entitled but unimproved residential lots and 2 commercial lots located in the City of Lake Elsinore, California, and 400 acres of unentitled and unimproved land
located in the City of Chino Hills, California, which significantly reduced funds available for operations as of December 31, 2009. In addition and as of
December 31, 2009, the Company had two notes payable totaling $4,900,000 maturing in 2010. These conditions raise concerns about the Company’s ability to
continue to meet its liquidity requirements for the foreseeable future and, as a result management took the following actions: Subsequent to December 31, 2009,
management extended each of the two notes payable discussed above for one year in exchange for a principal pay down at the initial maturity dates of at least
$500,000 for each note and an increase in the existing interest rate for each note of two percent. Management also believes that (i) there has been a recent shift
in the investment attitude from potential shareholders from a capital preservation to a long-term capital appreciation mentality which will result in an increase in
sales of Company common stock as compared to results for the twelve months ended December 31, 2009, (ii) sales of Company assets as an alternative funding
source is viable as on February 3, 2010, the Company closed on the sale of a Company asset to a third-party for a purchase price 243% higher than the purchase
price originally paid for by the Company, and the Company is currently evaluating a third-party offer to purchase an existing Company asset at a purchase price
that is 142% higher than the purchase price originally paid for by the Company, (iii) lending sources for land assets have recently become more available
although the cost of funds could be prohibitive in nature, however the Company is currently in discussions with a non-conventional lender who may refinance
the existing secured promissory note originated by TSG Little Valley, L.P. If a new loan is approved by the aforementioned non-conventional lender, this
refinance would pay off the remainder of the TSG Little Valley, L.P. loan and give the Company additional working capital to fund general operations; and (iv)
a recapitalization of the Company whereby a third-party capital source would take partial ownership of existing Company assets in a joint venture arrangement
in exchange for cash is possible as at least one real estate private equity firm has expressed an interest in taking a partial ownership position with existing
Company assets. As a result of the extension of the notes payable maturity dates in addition to (i), (ii), (iii), and (iv) above, the Company believes it will have
sufficient funds for the operation of the Company for the foreseeable future. The financial statements do not include any adjustments to reflect the possible
future effects on the recoverability and classification of assets or the amounts and classification of liabilities that may result from the outcome of this
uncertainty.




As of March 31, 2010, one of the two notes payable to TSG Little Valley, L.P. and AZPro Developments Inc., totaling $4,900,000, a $2,900,000 secured
promissory note, has been partially paid down, as during the three months ended March 31, 2010 the Company made a $991,584 principal reduction on this
secured promissory note, resulting in a current principal balance of $1,908,416.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies presented below is designed to assist in understanding the Company’s condensed consolidated financial
statements. Such condensed consolidated financial statements and accompanying notes are the representation of the Company’s management, who is
responsible for their integrity and objectivity.

The information furnished has been prepared in accordance with accounting principles generally accepted in the United States (“GAAP”) for interim
financial reporting, the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, certain information and disclosures have been condensed or
omitted and therefore should be read in conjunction with the consolidated financial statements and notes thereto contained in the annual report on Form 10-K
for the year ended December 31, 2009. In the opinion of management, the accompanying unaudited condensed consolidated financial statements contain all
adjustments (which consisted only of normal recurring adjustments) which management considers necessary to present fairly the financial position of the
Company as of March 31, 2010, the results of operations for the three month periods ended March 31, 2010 and 2009, and cash flows for the three month
periods ended March 31, 2010 and 2009. The results of operations for the three months ended March 31, 2010 are not necessarily indicative of the results
anticipated for the entire year ending December 31, 2010. Amounts related to disclosure of December 31, 2009 balances within these interim condensed
consolidated financial statements were derived from the audited 2009 consolidated financial statements and notes thereto.

Principles of Consolidation

Since the Company’s wholly owned subsidiary, Shopoff General Partner, LLC, is the sole general partner of the Operating Partnership and has unilateral
control over its management and major operating decisions (even if additional limited partners are admitted to the Operating Partnership), the accounts of the
Operating Partnership are consolidated in the Company’s condensed consolidated financial statements. The accounts of Shopoff General Partner, LLC are also
consolidated in the Company’s condensed consolidated financial statements since it is wholly owned by the Company. SPT Real Estate Finance, LLC, SPT-
SWRC, LLC, SPT-Lake Elsinore Holding Co., LLC, SPT AZ Land Holdings, LLC and Shopoff TRS, Inc. are also 100% owned by the Operating Partnership
and therefore their accounts are consolidated in the Company’s financial statements as of March 31, 2010 and December 31, 2009.

All intercompany accounts and transactions are eliminated in consolidation.




Use of Estimates

It is the Company’s policy to require management to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and the related disclosure of contingent assets and liabilities. These estimates will be made and evaluated on an on-going basis, using information that
is currently available as well as applicable assumptions believed to be reasonable under the circumstances. Actual results may vary from those estimates; in
addition, such estimates could be different under other conditions and/or if we use alternative assumptions.

Reclassifications

Certain amounts in the Company’s prior period consolidated financial statements have been reclassified to conform to the current period presentation.
These reclassifications have not changed the results of operations of prior periods.

Cash and Cash Equivalents
The Company considers all highly liquid short-term investments with original maturities of three months or less when purchased to be cash equivalents.
Concentrations of Credit Risk

The financial instrument that potentially exposes the Company to a concentration of credit risk consists of cash. As of March 31, 2010, we did not have any
Bank balances in excess of the Federal Deposit Insurance Corporation (“FDIC™) limit of $250,000.

As of March 31, 2010, the Company maintained marketable securities in a money market account, however the outstanding balance of this money market
account as of March 31, 2010 was not in excess of the Securities Investor Protection Corporation (“SIPC”) limit of $500,000. This money market account, also
known as a brokerage safekeeping account, is protected by additional coverage that the financial institution has purchased through Lloyd’s of London, which
provides additional protection up to $149.5 million.

The Company’s real estate related assets are located in Arizona, California and Nevada. Accordingly, there is a geographic concentration of risk subject to
fluctuations in the local economies of Arizona, California and Nevada. Additionally, the Company’s operations are generally dependent upon the real estate
industry, which is historically subject to fluctuations in local, regional and national economies.

Revenue and Profit Recognition

It is the Company’s policy to recognize gains on the sale of investment properties. In order to qualify for immediate recognition of revenue on the
transaction date, the Company requires that the sale be consummated, the buyer’s initial and continuing investment be adequate to demonstrate a commitment to
pay, any receivable resulting from seller financing not be subject to future subordination, and that the usual risks and rewards of ownership be transferred to the
buyer. We would expect these criteria to be met at the close of escrow. The Company’s policy also requires that the seller not have any substantial continuing
involvement with the property. If we have a commitment to the buyer in a specific dollar amount, such commitment will be accrued and the recognized gain on
the sale will be reduced accordingly.

Transactions with unrelated parties which in substance are sales but which do not meet the criteria described in the preceding paragraph will be accounted
for using the appropriate method (such as the installment, deposit, or cost recovery method) as set forth in the Company’s policy. Any disposition of a real
estate asset which in substance is not deemed to be a *sale” for accounting purposes will be reported as a financing, leasing, or profit-sharing arrangement as
considered appropriate under the circumstances of the specific transaction.

For income-producing properties, we intend to recognize base rental income on a straight-line basis over the terms of the respective lease agreements
(including any rent holidays). Differences between recognized rental income and amounts contractually due under the lease agreements will be credited or
charged (as applicable) to rent receivable. Tenant reimbursement revenue, which is expected to be comprised of additional amounts recoverable from tenants for
common area maintenance expenses and certain other expenses, will be recognized as revenue in the period in which the related expenses are incurred.
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Interest income on the Company’s real estate notes receivable is recognized on an accrual basis over the life of the investment using the interest method.
Direct loan origination fees and origination or acquisition costs are amortized over the term of the loan as an adjustment to interest income. The Company will
place loans on nonaccrual status when concern exists as to the ultimate collection of principal or interest. When a loan is placed on nonaccrual status, the
Company will reserve the accrual for unpaid interest and will not recognize subsequent interest income until the cash is received, or the loan returns to accrual
status.

Notes Receivable

The Company’s notes receivable are recorded at cost, net of loan loss reserves, and evaluated for impairment at each balance sheet date. The amortized cost
of a note receivable is the outstanding unpaid principal balance, net of unamortized costs and fees directly associated with the origination or acquisition of the
loan.

The Company considers a loan to be impaired when, based upon current information and events, it believes that it is probable that the Company will be
unable to collect all amounts due under the contractual terms of the loan agreement. A reserve is established when the present value of payments expected to be
received, observable market prices, or the estimated fair value of the collateral (for loans that are dependent on the collateral for repayment) of an impaired loan
is lower than the carrying value of that loan.

Cost of Real Estate Assets Not Held for Sale

We anticipate that real estate assets will principally consist of wholly-owned undeveloped real estate for which we will obtain entitlements and hold such
assets as long term investments for eventual sale. Undeveloped real estate not held for sale will be carried at cost subject to downward adjustment as described
in “Impairment” below. Cost will include the purchase price of the land, related acquisition fees, as well as costs related to entitlement, property taxes and
interest. In addition, any significant other costs directly related to acquisition and development of the land will be capitalized. The carrying amount of land will
be charged to earnings when the related revenue is recognized.

Income-producing properties will generally be carried at historical cost less accumulated depreciation. The cost of income-producing properties will include
the purchase price of the land and buildings and related improvements. Expenditures that increase the service life of such properties will be capitalized; the cost
of maintenance and repairs will be charged to expense as incurred. The cost of building and improvements will be depreciated on a straight-line basis over their
estimated useful lives, which are expected to principally range from approximately 15 to 39 years. When depreciable property is retired or disposed of, the
related cost and accumulated depreciation will be removed from the accounts and any gain or loss will be reflected in operations.

The costs related to abandoned projects are expensed when management believes that such projects are no longer viable investments.

Property Held for Sale

The Company’s policy, which addresses financial accounting and reporting for the impairment or disposal of long-lived assets, requires that in a period in
which a component of an entity either has been disposed of or is classified as held for sale, the income statements for current and prior periods report the results
of operations of the component as discontinued operations.

When a property is held for sale, such property will be carried at the lower of (i) its carrying amount or (ii) the estimated fair value less costs to sell. In
addition, a depreciable property being held for sale (such as a building) will cease to be depreciated. We will classify operating properties as held for sale in the
period in which all of the following criteria are met:

« Management, having the authority to approve the action, commits to a plan to sell the asset;
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e The asset is available for immediate sale in its present condition, subject only to terms that are usual and customary for sales of such asset;

« An active program to locate a buyer and other actions required to complete the plan to sell the asset has been initiated;

* The sale of the asset is probable, and the transfer of the asset is expected to qualify for recognition as a completed transaction within one year;
e The asset is being actively marketed for sale at a price that is reasonable in relation to its current estimated fair value; and

*  Given the actions required to complete the plan to sell the asset, it is unlikely that significant changes to the plan would be made or that the plan would
be abandoned.

Selling commissions and closing costs will be expensed when incurred.

We believe that the accounting related to property valuation and impairment is a critical accounting estimate because: (1) assumptions inherent in the
valuation of our property are highly subjective and susceptible to change and (2) the impact of recognizing impairments on our property could be material to our
consolidated balance sheets and statements of operations. We will evaluate our property for impairment periodically on an asset-by-asset basis. This evaluation
includes three critical assumptions with regard to future sales prices, cost of sales and absorption. The three critical assumptions include the timing of the sale,
the land residual value and the discount rate applied to determine the fair value of the income-producing properties on the balance sheet date. Our assumptions
on the timing of sales are critical because the real estate industry has historically been cyclical and sensitive to changes in economic conditions such as interest
rates and unemployment levels. Changes in these economic conditions could materially affect the projected sales price, costs to acquire and entitle our land and
cost to acquire our income-producing properties. Our assumptions on land residual value are critical because they will affect our estimate of what a willing
buyer would pay and what a willing seller would sell a parcel of land for (other than in a forced liquidation) in order to generate a market rate operating margin
and return. Our assumption on discount rates is critical because the selection of a discount rate affects the estimated fair value of the income-producing
properties. A higher discount rate reduces the estimated fair value of such properties, while a lower discount rate increases the estimated fair value of these
properties. Because of changes in economic and market conditions and assumptions and estimates required of management in valuing property held for
investment during these changing market conditions, actual results could differ materially from management’s assumptions and may require material property
impairment charges to be recorded in the future.

Long-Lived Assets

The Company’s policy requires that long-lived assets be reviewed for impairment whenever events or changes in circumstances indicate that their carrying
amounts may not be recoverable. If the cost basis of a long-lived asset held for use is greater than the projected future undiscounted net cash flows from such
asset (excluding interest), an impairment loss is recognized. Impairment losses are calculated as the difference between the cost basis of an asset and its
estimated fair value. There were no impairment losses recorded for the three month periods ended March 31, 2010 and 2009 and the year ended December 31,
20009.

The Company’s policy also requires us to separately report discontinued operations and extends that reporting to a component of an entity that either has
been disposed of (by sale, abandonment, or in a distribution to shareholders) or is classified as held for sale. Assets to be disposed of are reported at the lower of
the carrying amount or estimated fair value less costs to sell.

Earnings Per Share

Basic net income (loss) per share (“EPS”) is computed by dividing income (loss) by the weighted average number of common shares outstanding during
each period. The computation of diluted net income (loss) further assumes the dilutive effect of stock options, stock warrants and contingently issuable shares, if
any.

As of March 31, 2010, the Company had granted 173,750 shares of restricted stock to certain directors and officers, 35,000 of which were vested as of

March 31, 2010 and 138,750 of which remain unvested as of March 31, 2010. However, such unvested shares were included in the calculation of EPS for the
three months ended March 31, 2010 since their effect is dilutive.
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As of March 31, 2010, the Company had 78,000 stock options that were granted to certain directors and officers, 16,400 of which were vested as of March
31, 2010 and 61,600 of which remain unvested as of March 31, 2010. The 78,000 stock options were included in the calculation of EPS for the three months
ended March 31, 2010 since their effect is dilutive.

The following is a reconciliation of the shares used in the computation of basic and diluted EPS for the three months ended March 31, 2010 and 2009,
respectively:

Three months Ended

March 31,
2010 2009
(Unaudited)

Numerator:

Net income $ 376,842 $ 1,596,241
Denominator:
Weighted average outstanding shares of common stock 1,917,735 1,857,300
Effect of contingently issuable restricted stock 138,750 168,750
Effect of contingently issuable stock options 78,000 —
Weighted average number of common shares and potential common shares outstanding 2,134,485 2,026,050

Basic income per common share $ 020 $ 0.86

Diluted income per common share $ 018 $ 0.79

Estimated Fair Value of Financial Instruments and Certain Other Assets/Liabilities

The Company’s financial instruments include cash, notes receivable, prepaid expenses, accounts payable and accrued liabilities and notes and interest
payable. Management believes that the fair value of these financial instruments approximates their carrying amounts based on current market indicators, such as
prevailing interest rates and the short-term maturities of such financial instruments.

Management has concluded that it is not practical to estimate the fair value of amounts due to and from related parties. The Company’s policy requires,
where reasonable, that information pertinent to those financial instruments be disclosed, such as the carrying amount, interest rate, and maturity date; such
information is included in Note 7.

Management believes it is not practical to estimate the fair value of related party financial instruments because the transactions cannot be assumed to have
been consummated at arm’s length, there are no quoted market values available for such instruments, and an independent valuation would not be practicable due
to the lack of data regarding similar instruments (if any) and the associated potential cost.

The Company does not have any assets or liabilities that are measured at fair value on a recurring basis (except as disclosed below) and, as of March 31,
2010 and December 31, 2009, did not have any assets or liabilities that were measured at fair value on a nonrecurring basis.

When the Company has a loan that is identified as being impaired or being reviewed for impairment whenever events or changes in circumstances indicate
that their carrying amounts may not be recoverable in accordance with Company policy and is collateral dependent, it is evaluated for impairment by comparing
the estimated fair value of the underlying collateral, less costs to sell, to the carrying value of the loan.

The Company’s policy establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include: Level 1,
defined as observable inputs such as quoted prices for identical financial instruments in active markets; Level 2, defined as inputs other than quoted prices in
active markets that are either directly or indirectly observable; and Level 3, defined as instruments that have little to no pricing observability as of the reported
date. These financial instruments do not have two-way markets and are measured using management’s best estimate of fair value, where the inputs into the
determination of fair value require significant management judgment or estimation.
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The Company’s policy also discusses determining fair value when the volume and level of activity for the asset or liability has significantly decreased, and
identifying transactions that are not orderly. Company policy emphasizes that even if there has been a significant decrease in the volume and level of activity for
an asset or liability and regardless of the valuation technique(s) used, the objective of a fair value measurement remains the same. Fair value is the price that
would be received to sell an asset or be paid to transfer a liability in an orderly transaction (that is, not a forced liquidation or distressed sale) between market
participants at the measurement date under current market conditions. Furthermore, Company policy requires additional disclosures regarding the inputs and
valuation technique(s) used in estimating the fair value of assets and liabilities as well as any changes in such valuation technique(s).

The following items are measured at fair value on a recurring basis subject to the Company’s disclosure requirements at March 31, 2010 and December 31,
2009:

As of March 31, 2010
Fair Value Measurements Using:

Quoted Significant Significant
Markets Observable Unobservable
Carrying Total Prices Inputs Inputs
Value Fair Value (Level 1) (Level 2) (Level 3)
Financial Assets (Liabilities)
Cash Equivalents $ 42200 $ 42200 $ 42200 $ — 3 —

As of December 31, 2009
Fair Value Measurements Using:

Quoted Significant Significant
Markets Observable Unobservable
Carrying Total Prices Inputs Inputs
Value Fair Value (Level 1) (Level 2) (Level 3)
Financial Assets (Liabilities)
Cash Equivalents $ 4599% $ 4599 $ 4599% $ — $ —

Noncontrolling Interests in Consolidated Financial Statements

The Company classifies noncontrolling interests (previously referred to as “minority interest”) as part of consolidated net earnings ($0 for the each of the
three and twelve months ended March 31, 2010 and December 31, 2009, respectively) and includes the accumulated amount of noncontrolling interests as part
of stockholders’ equity ($100 at March 31, 2010 and December 31, 2009, respectively). The net loss amounts the Company has previously reported are now
presented as “Net loss attributable to Shopoff Properties Trust, Inc.” and, earnings per share continues to reflect amounts attributable only to the Company.
Similarly, in the presentation of shareholders’ equity, the Company distinguishes between equity amounts attributable to the Company’s stockholders and
amounts attributable to the noncontrolling interests — previously classified as minority interest outside of stockholders’ equity. Increases and decreases in the
Company’s controlling financial interests in consolidated subsidiaries will be reported in equity similar to treasury stock transactions. If a change in ownership
of a consolidated subsidiary results in loss of control and deconsolidation, any retained ownership interests are remeasured with the gain or loss reported in net
earnings.

Stock-Based Compensation
The Company’s policy requires that all employee stock options and rights to purchase shares under stock participation plans be accounted for under the fair

value method and requires the use of an option pricing model for estimating fair value. Accordingly, share-based compensation is measured at the grant date,
based on the fair value of the award.
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Organization and Offering Costs

The Company’s organization and offering costs may be paid by the Company’s Advisor, broker-dealer and their affiliates on the Company’s behalf. These
organization and offering costs include all expenses to be paid by us in connection with the Company’s ongoing initial public offering, including but not limited
to (i) legal, accounting, printing, mailing, and filing fees; (ii) charges of the escrow holder; (iii) reimbursement of the broker-dealer for amounts it may pay to
reimburse the bona fide diligence expenses of other broker-dealers and registered investment advisors; (iv) reimbursement to the advisor for other costs in
connection with preparing supplemental sales materials; (v) the cost of educational conferences held by us (including the travel, meal, and lodging costs of
registered representatives of broker-dealers); and (vi) reimbursement to the broker-dealer for travel, meals, lodging, and attendance fees incurred by employees
of the broker-dealer to attend retail seminars conducted by broker-dealers.

Income Taxes

The Company intends to make an election to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code, as amended, or the Code,
beginning with the taxable year ending December 31, 2011. The Company has not yet qualified as a REIT. To qualify as a REIT, the Company must meet
certain organizational and operational requirements, including a requirement to currently distribute at least 90% of ordinary taxable income to stockholders. As
a REIT, the Company generally will not be subject to federal income tax on taxable income that it distributes to its stockholders. If the Company fails to qualify
as a REIT in any year, it will be subject to federal income taxes on taxable income at regular corporate rates and will not be permitted to qualify for treatment as
a REIT for federal income tax purposes for four years following the year during which qualification is lost unless the Internal Revenue Service grants the
Company relief under certain statutory provisions. Such an event could materially adversely affect the Company’s net income and net cash available for
distribution to stockholders.

At December 31, 2009, the Company had a federal net operating loss (“NOL”) carry-forward of approximately $531,000 and a state NOL carry-forward of
approximately $1,721,000.

Utilization of the NOL carry-forwards may be subject to a substantial annual limitation due to an “ownership change” (as defined) that may have occurred
or that could occur in the future, as required by Section 382 of the Internal Revenue Code of 1986, as amended (the “Code™), as well as similar state provisions.
These ownership changes may limit the amount of NOL carry-forwards, and other tax attributes, that can be utilized annually to offset future taxable income
and tax, respectively. In general, an “ownership change” as defined by Section 382 of the Code results from a transaction or series of transactions over a three-
year period resulting in an ownership change of more than 50 percentage points of the outstanding stock of a company by certain stockholders or public groups.
Since the Company’s formation, the Company has raised capital through the issuance of capital stock on several occasions which, combined with the purchasing
stockholders’ subsequent disposition of those shares, may have resulted in such an ownership change, or could result in an ownership change in the future upon
subsequent disposition.

The Company has not completed a study to assess whether an ownership change has occurred or whether there have been multiple ownership changes since
the Company’s formation due to the complexity and cost associated with such a study. If the Company has experienced an ownership change at any time since
its formation, utilization of the NOL carry-forwards, and other tax attributes, would be subject to an annual limitation under Section 382 of the Code. In general,
the annual limitation, which is determined by first multiplying the value of the Company’s stock at the time of the ownership change by the applicable long-
term, tax-exempt rate, could further be subject to additional adjustments, as required. Any limitation may result in the expiration of a portion of the NOL carry-
forwards before utilization. Further, until a study is completed and any limitation is known, no amounts are being considered as an uncertain tax position or
disclosed as an unrecognized tax benefit under GAAP. Due to the existence of the valuation allowance, future changes in the Company’s unrecognized tax
benefits will not impact its effective tax rate. Any NOL carry-forwards that will expire prior to utilization as a result of a limitation under Section 382 will be
removed from deferred tax assets with a corresponding reduction of the valuation allowance. As of March 31, 2010, the Company did not have any
unrecognized tax benefits.
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The Company recorded a full valuation allowance against the losses carrying forward and any temporary differences and thus eliminating the tax benefit of
the remaining loss carry-forward. In assessing the realizability of the net deferred tax assets, the Company considers whether it is more likely than not that some
or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which those temporary differences become deductible. Because of the valuation allowance, the Company had no deferred tax
expense / (benefit).

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy
of Generally Accepted Accounting Principles, a replacement of FASB Statement No. 162 (“SFAS 168”). Under SFAS 168, The FASB Accounting Standards
Codification (“Codification”) became the source of authoritative GAAP recognized by the FASB to be applied by nongovernmental entities. Rules and
interpretive releases of the SEC under authority of federal securities laws are also sources of authoritative GAAP for SEC registrants. On July 1, 2009, the
Codification superseded all then-existing non-SEC accounting and reporting standards for nongovernmental entities. All nongrandfathered non-SEC accounting
literature not included in the Codification became nonauthoritiative at that time. SFAS 168 is effective for interim and annual periods ended after September 15,
2009. The adoption of SFAS 168 did not have a significant impact on the Company’s condensed consolidated financial statements.

In May 2009, FASB issued Statement of Financial Accounting Standards No. 165, Subsequent Events (“SFAS 165”), which was incorporated into the
FASB Codification 855-10, Subsequent Events — Overall (“FASB ASC 855-10"). FASB ASC 855-10, which is effective for interim and annual periods
ending after June 15, 2009, establishes general standards of and accounting for and disclosure of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. The adoption of FASB ASC 855.10 did not have an impact on the Company’s consolidated
financial statements.

Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force), the AICPA, and the SEC did not or are not
believed by management to have a material impact on our present or future consolidated financial statements.

3. NOTE AND INTEREST RECEIVABLE

As of March 31, 2010 and December 31, 2009, the Company, through wholly owned subsidiaries, had invested in a real estate loan receivable as follows
(dollars in thousands):

Book Book Maturity

Loan Name Date Value as of Value as of Contractual Annual Effective Date as of
Location of Related Property or Acquired/ Property Loan March 31, December 31, Interest Interest Rate at March 31,
Collateral Originated Type Type 2010 2009 Rate March 31, 2010 2010
Mesquite Venture | Second deed of
Mesquite, Nevada 9/30/2008 Vacant Land Trust $ 600,000 $ 600,000 14.00% 14.00% 5/15/2010
Reserve for loan losses — —

$ 600,000 $ 600,000

The following summarizes the activity related to the real estate loan receivable for the three months ended March 31, 2010:

Real estate loans receivable — December 31, 2009 $ 600,000
Provision for loan losses —
Real estate loans receivable — March 31, 2010 $ 600,000

On September 30, 2008, the Company originated, through SPT Real Estate Finance, LLC, a real estate loan for an amount of $600,000. The borrower was
Mesquite Venture I, LLC. All attorney and closing costs were paid by the borrower. The loan is a second position lien behind a $3,681,000 first position lien
(the “Senior Loan”). The term of the loan was nine months due on June 30, 2009 and bore interest at an annual rate of 14%. The loan is secured by a deed of
trust, assignment of rents and security agreement encumbering real property situated in the City of Mesquite with an appraised value of $11,000,000 as of July
18, 2008. This loan is also secured by personal guarantees from four separate individuals.
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The compensation received by the Advisor and its affiliates in connection with this transaction is as follows: (i) an acquisition fee equal to 3% of the loan
amount, or $18,000, and (ii) monthly asset management fees equal to 1/12 of 2% of the total loan amount, or $1,000 per month, plus capitalized entitlement and
project related costs, for the first year, and then based on the appraised value of the asset after one year. The total compensation received by the Advisor as of
March 31, 2010 was $36,000.

On or about June 30, 2009, the Company, through SPT Real Estate Finance, LLC, agreed to extend the maturity date of its secured note with Mesquite
Venture |, LLC from June 30, 2009 to May 15, 2010. In consideration of this loan extension, Mesquite Venture |, LLC agreed to pay a loan extension fee of five
percent of the outstanding principal balance or $30,000 payable as follows: $10,000 upon execution of the secured note extension, $10,000 on October 1, 2009
and $10,000 on January 1, 2010. Mesquite Venture I, LLC also agreed to make a $10,000 payment on April 1, 2010, which will be applied against accrued and
unpaid interest. Interest will accrue on the outstanding principal balance at an annual rate of 14% and all accrued and unpaid interest and principal will be due
and payable in full at the new maturity date of May 15, 2010.

On or about October 12, 2009, the Company was informed that on September 28, 2009 a Notice of Default and Election to Sell Under Deed of Trust
(“NOD”) was recorded on behalf of East West Bank, as beneficiary (“East West Bank”), with respect to a senior deed of trust securing certain obligations of
Mesquite Venture I, LLC to East West Bank, including without limitation indebtedness under the Senior Loan. The NOD was filed due to Mesquite Venture I,
LLC’s failure to pay the August 1, 2009 installment of principal and interest and all subsequent installments of principal and interest under the Senior Loan.

A default on the Company’s secured note was triggered when Mesquite Venture I, LLC failed to make its $10,000 loan extension fee payment due on
October 1, 2009. Mesquite Venture I, LLC subsequently failed to make its $10,000 loan extension fee payment due on January 1, 2010.

On December 24, 2009, PLQ Mesquite Investors, LLC, an entity controlled by one of the original guarantors of the Senior Loan, entered into a Mortgage
Loan Sale Agreement whereby the holder of the Senior Loan, East West Bank, agreed to sell to PLQ Mesquite Investors, LLC, the $3,681,000 mortgage note
together with all of East West Bank’s interest in and to any of Mesquite Venture I, LLC’s property held by East West Bank, all collateral and any guarantees
obtained in connection with the $3,681,000 note. The purchase price paid by PLQ Mesquite Investors, LLC to East West Bank was $1,800,000.

On December 30, 2009, East West Bank officially assigned to PLQ Mesquite Investors, LLC, the Senior Loan. Mesquite Venture I, LLC cured its first lien
position default upon the purchase by PLQ Mesquite Investors, LLC, of the Senior Loan as PLQ Mesquite Investors, LLC’s manager, was also a guarantor on
the Senior Loan.

Mesquite Venture I, LLC and the Company’s Advisor agreed that if Mesquite Venture I, LLC paid (i) all past due payments required as outlined in the
extension agreement, (ii) the April 1, 2010 payment of $10,000, and (iii) reimburses SPT Real Estate Finance $10,000 for attorney’s fees incurred due to
Mesquite Venture I, LLC’s failure to make timely payments as outlined in the extension agreement, SPT Real Estate Finance would consider Mesquite Venture
I, LLC reinstated and would not pursue the guarantees from Mesquite Venture I, LLC and would no longer demand payment in full on their secured note. The
total amount due from Mesquite Venture I, LLC was $40,000.

On March 4, 2010, Mesquite Venture I, LLC paid SPT Real Estate Finance the negotiated $40,000.
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For the three months ending March 31, 2010, SPT Real Estate Finance, LLC recorded interest income and a corresponding accrued interest receivable of
$20,712 on the secured real estate loan. The Company recognized interest income of $21,000 related to this note for the three months ended March 31, 2009.

SPT Real Estate Finance, LLC had an outstanding interest receivable of $53,058 as of March 31, 2010 and $42,345 as of December 31, 2009.
See Note 10 for additional information.

4. REAL ESTATE INVESTMENTS
Wasson Canyon Project

SPT-Lake Elsinore Holding Co., LLC, an entity wholly owned by the Operating Partnership, was formed in March 2009 principally to acquire properties in
the Lake Elsinore area of Riverside County, California. Because SPT-Lake Elsinore Holding Co., LLC is wholly owned by the Operating Partnership, the
accounts of SPT-Lake Elsinore Holding Co., LLC are consolidated in the Company’s consolidated financial statements.

On April 17, 2009, SPT-Lake Elsinore Holding Co., LLC closed on the purchase of real property constituting sixty five (65) finished lots located in the City
of Lake Elsinore, Riverside County, California, for the purchase price of $650,000. The purchase was made pursuant to a Purchase and Sale Agreement and
Joint Escrow Instructions (the “Purchase Agreement”), dated April 14, 2009, by and between the SPT-Lake Elsinore Holding Co., LLC, buyer and MS Rialto
Wasson Canyon CA, LLC, a Delaware limited liability company, as seller.

Pursuant to the Purchase Agreement, SPT-Lake Elsinore Holding Co., LLC agreed to replace existing subdivision improvement agreements and related
bonds within 180 days of the closing and executed a deed of trust in the amount of $650,000 securing this obligation. This obligation is customary in
transactions of this type.

In addition, pursuant to the Purchase Agreement, MS Rialto Wasson Canyon CA, LLC has the right of first refusal to repurchase the Wasson Canyon
Project from SPT-Lake Elsinore Holding Co., LLC. Under the terms of the right of first refusal agreement entered into in connection with this transaction, MS
Rialto Wasson Canyon CA, LLC may exercise its right of first refusal by matching the terms and conditions of a bona fide offer received by SPT-Lake Elsinore
Holding Co., LLC from a third party to purchase all or a portion of the Wasson Canyon Project.

Finally, pursuant to the Purchase Agreement, SPT-Lake Elsinore Holding Co., LLC assumed the obligations of MS Rialto Wasson Canyon CA, LLC as a
party to a profits participation agreement, dated June 28, 2005 (the “Profits Participation Agreement™), pursuant to which SPT-Lake Elsinore Holding Co., LLC
is obligated to share 50% of project revenues, less project costs and certain other deductions, earned by it (calculated based on MS Rialto Wasson Canyon CA,
LLC’s original basis) if the Wasson Canyon Project is resold in a bulk sale. The original parties to the Profits Participation Agreement were Wasson Canyon
Holdings, LLC, as obligor, and Wasson Canyon Investments, L.P., as obligee. The obligee assigned its rights to Wasson Canyon Investments Il, L.P., an entity
whose general partner is an affiliate of the Company’s sponsor, The Shopoff Group. As a result of the decline in overall property values since 2005, as a
practical matter, the profits participation would only take effect in the event of a bulk sale of the Wasson Canyon Project in excess of $7,500,000, or
approximately $115,385 per lot. Prior to the sale of the Wasson Canyon project by SPT-Lake Elsinore Holding Co., LLC to D.R. Horton Los Angeles Holding
Company Inc., on February 3, 2010, as discussed further below, SPT-Lake Elsinore Holding Co., LLC negotiated a termination of the profits participation
agreement.

MS Rialto Wasson Canyon CA, LLC is not affiliated with the Company or any of its affiliates.
The Company’s affiliated advisor, Shopoff Advisors, L.P., received an acquisition fee equal to 3% of the contract purchase price, or $19,500, upon

consummation of the transaction.
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On February 3, 2010, SPT-Lake Elsinore Holding Co., LLC, as seller, sold to D. R. Horton Los Angeles Holding Company Inc., a California corporation,
as buyer, sixty five (65) residential lots and six (6) lettered lots in recorded Tract No. 31792 known as Wasson Canyon (the “Wasson Canyon Project”), located
in the City of Lake Elsinore, County of Riverside, California. The sale was made pursuant to a purchase and sale agreement and joint escrow instructions, dated
December 8, 2009 (the “Sale Agreement”), as amended. The sales price was $2,231,775 in cash.

On January 20, 2010, Seller and Buyer entered into a certain First Amendment to Purchase and Sale Agreement and Joint Escrow Instructions (the “First
Amendment”). Pursuant to the First Amendment, if the City of Lake Elsinore, the County of Riverside, or other governmental agency reduces the actual fee
amounts payable by Buyer to less than the expected fee amounts as detailed in Exhibit A of the First Amendment, then Buyer will pay Seller an amount for each
lot equal to the difference between the actual fee amounts payable by Buyer and the expected fee amounts for such lot.

On February 3, 2010, buyer and seller executed a participation agreement (the “Participation Agreement”) in which Buyer agrees to pay to Seller, in
addition to the sales price, fifty percent (50%) of any gross profit that exceeds a twenty four percent (24%) gross profit margin on the sale of units to be
developed on the lots purchased by the buyer.

Pursuant to the Sale Agreement, the buyer did not assume the seller’s obligation to replace existing subdivision improvement agreements (the “SIA's”) and
related bonds, which the Seller agreed to replace when Seller originally purchased the property on April 17, 2009 from MS Rialto Wasson Canyon CA, LLC, a
Delaware limited liability company.

In the process of satisfying its obligation to replace existing SIA’s, which Seller agreed to replace when Seller originally purchased the property on April
17, 2009, Seller agreed to provide letters of credit to the surety underwriting the Bonds to satisfy the surety’s collateral requirement which was an amount equal
to fifty percent (50%) of the Bond amounts or $305,889, $130,102 which was issued on January 6, 2010 and $175,787 which was issued on February 8, 2010.

Seller has finished processing Bond reductions and has completed the replacement of all Bonds originally posted by MS Rialto Wasson Canyon CA, LLC.

Buyer agreed to reimburse Seller for the actual amount of premiums for the Bonds incurred by Seller commencing on the later of (i) the date of the close of
escrow and (ii) the date Bond reductions are completed. Buyer’s obligation to reimburse Seller for the actual amount of the premiums will continue until Buyer
has completed certain adjacent Improvement obligations.

Buyer agreed to assume the obligation for typical repair and replacement of the Improvements immediately adjacent to the lots as required by the SIA’s to
the extent the Improvements are damaged following the close of escrow. Buyer also agreed to repair any damage to the Improvements that are not immediately
adjacent to the lots to the extent damage is caused by Buyer or its agents, employees or contractors.

To secure Buyer’s obligations to timely complete the adjacent Improvement obligations, Buyer agreed to deliver to Seller a letter of credit in the amount of
$102,000. If Buyer defaults in its obligations to timely perform the adjacent Improvement obligations, Seller has the right to draw on the letter of credit to
complete the adjacent Improvement obligations to the extent necessary to cause the Bonds to be released.

The Company’s affiliated advisor, Shopoff Advisors, L.P., received a disposition fee equal to 3% of the contract purchase price, or $66,953, upon
consummation of the transaction.

The Company used the net proceeds from the sale for payment of outstanding liabilities of the Company, a partial pay down on an existing promissory note,
and other general corporate purposes.

19




As of the three months ended March 31, 2010, SPT-Lake Elsinore Holding Co., LLC had incurred, in addition to the purchase price of $650,000, an
additional $706,673 in capitalized project costs including the previously mentioned $19,500 acquisition fee and $66,953 disposition fee resulting in a gain on
the sale of this asset of approximately $875,000.

Underwood Project

On May 19, 2009, SPT Lake Elsinore Holding Co., LLC, closed on the purchase of real property constituting 543 single family residential lots, a 9.4 acre
park and over 70 acres of open space on a total of 225 acres of unimproved land commonly referred to as tract 29835 located in the City of Menifee, Riverside
County, California, commonly known as the “Underwood Project.” The purchase price was $1,650,000. The purchase was made pursuant to a Purchase
Agreement, dated May 13, 2009, by and between SPT-Lake Elsinore Holding Co., LLC as buyer and U.S. Bank National Association as seller.

U.S. Bank National Association is not affiliated with the Company or any of its affiliates.

The Company’s affiliated advisor, Shopoff Advisors, L.P., received an acquisition fee equal to 3% of the contract purchase price, or $49,500, upon
consummation of the transaction.

As of the three months ended March 31, 2010, the Company’s affiliated advisor, Shopoff Advisors, L.P., had been paid $28,938 in asset management fees
since the consummation of the transaction.

As of the three months ended March 31, 2010, SPT-Lake Elsinore Holding Co., LLC had incurred, in addition to the purchase price of $1,650,000, an
additional $100,819 in capitalized project costs including the previously mentioned $49,500 acquisition fee.

Desert Moon Estates Project

On July 31, 2009, SPT AZ Land Holdings, LLC, an entity wholly owned by the Operating Partnership, closed on the purchase of real property consisting of
a final plat of 739 single family residential lots on a total of 200 acres of unimproved land commonly known as “Desert Moon Estates” located in the Town of
Buckeye, Maricopa County, Arizona. The purchase price was $3,000,000. The purchase was made pursuant to a Purchase Agreement, dated June 29, 2009, by
and between SPT AZ Land Holdings, LLC as buyer and AZPro Developments, Inc., an Arizona corporation as seller. Thereafter, SPT AZ Land Holdings, LLC
and AZPro Developments, Inc. executed a First Amendment to the Purchase Agreement modifying the terms of the original Purchase Agreement through the
addition of a $2,000,000 Secured Promissory Note in favor of AZPro Developments, Inc. (the “Promissory Note”) (see Note 5) and deed of trust wherein AZPro
Developments, Inc. will act as beneficiary reducing the cash required to close from $3,000,000 to $1,000,000.

AZPro Developments, Inc. is not affiliated with the Company or any of its affiliates.

The Company’s affiliated advisor, Shopoff Advisors, L.P., received an acquisition fee equal to 3% of the contract purchase price, or $90,000, upon
consummation of the transaction.

As of the three months ended March 31, 2010, the Company’s affiliated advisor, Shopoff Advisors, L.P., had been paid $42,023 in asset management fees
since the consummation of the transaction.

As of the three months ended March 31, 2010, SPT AZ Land Holdings., LLC had incurred, in addition to the purchase price of $3,000,000, an additional

$498,076 in capitalized project costs comprised primarily of the previously mentioned acquisition fee, county and CFD taxes and accrued interest on the secured
promissory note to AZPro Development, Inc.
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Springbrook Properties

On September 24, 2009, SPT-Lake Elsinore Holding Co., LLC, was deeded real property with an existing basis of $2,624,647, from SPT Real Estate
Finance, LLC, which was previously collateral on two separate secured real estate loans originated by SPT Real Estate Finance, LLC. The real property
received was comprised of approximately 118 acres of vacant and unentitled land, and approximately 6.11 acres of vacant and unentitled land, both located near
the City of Lake Elsinore, in an unincorporated area of Riverside County, California. Prior to September 24, 2009, SPT Real Estate Finance, LLC had entered
into two separate Settlement Agreements with Springbrook Investments, L.P. (“Springbrook™), which agreed to execute and deliver to SPT Real Estate Finance,
LLC, grant deeds to the underlying real estate collateral for two loans originally made by Vineyard Bank (the “Vineyard Loans”) that were acquired by SPT
Real Estate Finance, LLC, in consideration for the discharge by SPT Real Estate Finance, LLC of all Springbrook’s obligations under the Vineyard Loans. SPT
Real Estate Finance, LLC took title to the underlying real estate collateral on September 4, 2009.

The Company’s affiliate advisor, Shopoff Advisors, L.P., did not receive an acquisition fee upon consummation of the transaction.

As of the three months ended March 31, 2010, the Company’s affiliated advisor, Shopoff Advisors, L.P., had been paid $27,793 in asset management fees
since obtaining these properties from SPT Real Estate Finance, LLC.

As of the three months ended March 31, 2010, SPT Lake Elsinore Holding Co., LLC had incurred, in addition to the assumption of the existing basis of
$2,624,647 from SPT Real Estate Finance, LLC, an additional $130,626 in capitalized project costs comprised primarily of county tax payments.

Tuscany Valley Properties

On November 5, 2009, SPT-Lake Elsinore Holding Co., LLC, closed on the purchase of real property, commonly known as “Tuscany Valley,” consisting
of (a) 519 entitled but unimproved residential lots and 2 commercial lots located in the City of Lake Elsinore, California, and (b) 400 acres of unentitled and
unimproved land located in the City of Chino Hills, California. The purchase price was $9,600,000.

The purchase was made pursuant to a purchase and sale agreement and joint escrow instructions, dated September 30, 2008 (the “Tuscany Valley Purchase
Agreement”), by and between the Company’s Advisor and TSG Little Valley L. P., a California limited partnership (“Seller”), whereby TSG Little Valley L.P.
agreed to sell and the Company’s Advisor agreed to buy, 163 entitled but unimproved residential lots located in the City of Lake Elsinore, California. The
contract purchase price was $4,890,000.

The Tuscany Valley Purchase Agreement was subsequently amended by various agreements to postpone the closing date.

On September 3, 2009, the Advisor executed an assignment of purchase and sale agreement whereby the Advisor assigned all of its rights, title and interest
in the Tuscany Valley Purchase Agreement to SPT-Lake Elsinore Holding Co., LLC.

Also on September 3, 2009, SPT-Lake Elsinore Holding Co., LLC entered into a first amendment to purchase and sale agreement and joint escrow
instructions with Seller, which amended the Tuscany Valley Purchase Agreement as follows: (a) SPT-Lake Elsinore Holding Co., LLC agreed to purchase
additional property from Seller consisting of 356 entitled but unimproved, residential lots and 2 commercial lots located in the City of Lake Elsinore, California
and 400 acres of unentitled and unimproved land located in the City of Chino Hills, California, (b) the purchase price was increased to $9,600,000 from
$4,890,000, (c) the nonrefundable deposit requirement was increased to $2,000,000 from $1,000,000, and (d) the escrow closing date was amended to on or
before November 30, 2009.

On October 15, 2009, SPT-Lake Elsinore Holding Co., LLC entered into a second amendment to purchase and sale agreement and joint escrow instructions
with TSG Little Valley L.P. to provide that $2,900,000 of the purchase price would be paid by SPT-Lake Elsinore Holding Co., LLC’s execution and delivery
into escrow of (a) an all-inclusive purchase money note secured by deed of trust (“Promissory Note”) in favor of TSG Little Valley L. P, as payee therein, in
the principal amount of $2,900,000, and (b) an all-inclusive deed of trust executed by SPT-Lake Elsinore Holding Co., LLC in favor of TSG Little Valley L. P,
as beneficiary therein, securing the foregoing all-inclusive purchase money note (See Note 5).
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Stevan J. Gromet, President of Portfolio Partners, Inc., a California corporation, the general partner of Seller, is a shareholder of the Company with
ownership of 11,000 shares as of March 31, 2010, which represents approximately 0.57% of our total shares outstanding including 21,100 shares purchased by
our sponsor and 35,000 vested restricted stock grants issued to our officers and directors.

TSG Little Valley L. P. is a shareholder of the Company with ownership of 41,200 shares as of March 31, 2010, which represents approximately 2.13% of
the Company’s total shares outstanding including 21,100 shares purchased by our sponsor and 35,000 vested restricted stock grants issued to our officers and
directors.

The Advisor received an acquisition fee equal to 3% of the contract purchase price, or $288,000, upon consummation of the transaction.

As of the three months ended March 31, 2010, the Company’s affiliated advisor, Shopoff Advisors, L.P., had been paid $66,715 in asset management fees
since the consummation of the transaction.

As of the three months ended March 31, 2010, SPT Lake Elsinore Holding Co., LLC had incurred, in addition to the purchase price of $9,600,000, an
additional $534,166 in capitalized project costs comprised primarily of the previously mentioned acquisition fee, county taxes, appraisal expenses, and accrued
interest on the secured promissory note to TSG Little Valley, L.P.

5.NOTE PAYABLE SECURED BY REAL ESTATE INVESTMENT
Desert Moon Estates Note Payable

As discussed in Note 4 and in connection with the closing of Desert Moon Estates, SPT AZ Land Holdings, LLC executed a $2,000,000 promissory note
and deed of trust in favor of AZPro Developments, Inc.

Interest on the Promissory Note accrues on the principal outstanding from the date of the promissory note at a rate of six percent (6.00%) per annum.
Payments of interest only are due quarterly in arrears on November 1, 2009, February 1, 2010 and May 1, 2010. On the original maturity date of this note, July
31, 2010, the entire outstanding principal balance and all unpaid interest on this note was to be due and payable in full. The note is secured by a Deed of Trust
with Assignment of Rents which encumbers the Desert Moon Estates Property. SPT AZ Land Holdings, LLC may prepay in whole or in part the principal
amount outstanding under this note, together with accrued and unpaid interest thereon computed to the date of prepayment and any sums owing to AZPro
Developments, Inc., without penalty or premium.

On March 11, 2010, our affiliate SPT AZ Land Holdings, LLC, executed an extension on the existing $2,000,000 secured promissory note with AZPro
Development Inc. A one year extension of the maturity date was granted to SPT AZ Land Holdings, LLC by AZPro Development Inc. in exchange for a
principal pay down of $500,000 on or before the original maturity date of July 31, 2010 and a two percent increase in the original interest rate beginning on the
original maturity date of July 31, 2010. In addition to the principal pay down of $500,000 on or before the original maturity date of July 31, 2010, SPT AZ Land
Holdings, LLC agreed to pay current, all project taxes including any special assessments.

If SPT AZ Land Holdings, LLC fails to pay any installment of interest by the fifth day of each calendar quarter, AZPro Developments, Inc. has the right to
assess a late fee equal to 10% of the amount that is delinquent and the interest rate on the entire principal amount outstanding will adjust to 12% per annum from
the date the delinquent payment was first due until the delinquent payment has been made. Similar penalties apply if the principal is not paid upon the maturity
date.

22




For the three months ended March 31, 2010, SPT AZ Land Holdings, LLC recognized interest expense of $29,589 on the outstanding note balance and
made interest payments totaling $30,247 to AZPro Developments, Inc.

Tuscany Valley Properties Note Payable

As discussed in Note 4 and in connection with the closing of Tuscany Valley Properties, SPT-Lake Elsinore Holding Co. LLC executed a $2,900,000 all-
inclusive promissory note and deed of trust in favor of TSG Little Valley, L.P.

The note bears interest at a rate of twelve percent per annum, and has an initial maturity date in twelve months at which time all accrued and unpaid interest
and principal is due in full. No payments are due during the term of the note. The note with its loan balance of $2,900,000 includes the unpaid balance of that
certain other promissory note having a loan date of April 3, 2006, in the original principal amount of $2,000,000, payable by TSG Little Valley, L.P to 1st
Centennial Bank (the “Included Note”). The Included Note is secured by a deed of trust dated April 3, 2006 and recorded on April 10, 2006 in the Official
Records of Riverside County, California as Instrument No. 2005-0254320. The outstanding principal balance on the Included Note as of November 3, 2009 was
approximately $1,750,000. The current payee under the Included Note is Multibank 2009-1 CRE Venture, LLC.

On March 5, 2010, our affiliate SPT-Lake Elsinore Holding Co., LLC, executed an extension on the existing $2,900,000 secured promissory note with TSG
Little Valley, L.P. A one year extension of the maturity date was granted to SPT-Lake Elsinore Holding Co., LLC by TSG Little Valley, L.P. in exchange for a
principal pay down of at least $500,000 on or before the original maturity date of November 6, 2010 and a two percent increase in the original interest rate
beginning on the original maturity date of November 6, 2010. As of March 31, 2010, a principal pay down of $991,584 had been made on the TSG Little
Valley, L.P. promissory note.

Should TSG Little Valley, L.P. fail to pay any installments when due upon the Included Note, Buyer may make such payments directly to payee of the
Included Note, and the amount shall be credited to the next following installment or installments due under the note. If Buyer fails to make any payment when
required under the note, TSG Little Valley, L.P. has the option to immediately declare all sums due and owing under the note.

For the three months ended March 31, 2009, SPT-Lake Elsinore Holding Co., LLC recognized interest expense of $74,153, on the outstanding all-inclusive
note and made principal and interest payments totaling $1,105,000 to TSG Little Valley, L.P. Of the principal and interest payments totaling $1,105,000 paid to
TSG Little Valley, L.P., $991,584 comprised principal payments and $113,416 comprised interest payments.

Future Minimum Principal Payments

Future minimum principal payments due on notes payable as of March 31, 2010 for the years ending on December 31 approximated the following:

2010 $ 500,000
2011 3,408,416
2012 —
2013 —
2014 —
Thereafter —

$ 3,908,416
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6. STOCKHOLDERS’ EQUITY
Common Stock

The Company commenced a best-efforts initial public offering of 2,000,000 shares of its common stock at an offering price of $9.50 per share. Once
2,000,000 shares are sold, the offering price will increase to $10.00 per share until an additional 18,100,000 shares of common stock are sold or the offering
terminates on August 29, 2010.

On November 27, 2006, The Shopoff Group L.P., the Company’s sponsor, purchased 21,100 shares of the Company’s common stock for total cash
consideration of $200,450.

As of March 31, 2010, the Company had sold and accepted 1,878,500 shares of its common stock for $17,845,750 not including 21,100 shares issued to
The Shopoff Group L.P. and not including 35,000 shares of vested restricted stock previously issued to certain officers and directors. As of December 31, 2009,
the Company had sold and accepted 1,856,000 shares of its common stock for $17,632,000 not including 21,100 shares issued to The Shopoff Group L.P. and
not including 35,000 shares of vested restricted stock previously issued to certain officers and directors.

2007 Equity Incentive Plan

On August 29, 2008, the Company adopted the 2007 Equity Incentive Plan (the “Plan”). The Plan provides for grants of stock options, stock appreciation
rights (SARS), restricted stock and performance shares (sometimes referred to individually or collectively as “Awards”) to the Company’s nonemployee
directors, officers, employees, and consultants. Stock options may be either “incentive stock options,” as defined in Section 422 of the Internal Revenue Code
(I1SOs), or nonqualified stock options (NQSOs).

The Plan reserves 1,655,000 shares for issuance and to serve as the underlying equity instrument of all Awards granted under the Plan. The Company
registered such shares with the Securities and Exchange Commission following the commencement of the offering by filing Form S-8 on August 5, 2008. When
Awards made under the plan expire, or are forfeited or cancelled, the underlying shares will become available for future Awards under the Plan. Shares awarded
and delivered under the Plan may be authorized but unissued, or reacquired shares.

Restricted Stock Grants

The Company, under its 2007 Equity Incentive Plan, approved the issuance of restricted stock grants to its officers and non-officer directors on August 29,
2008, the date the Company reached the minimum offering amount of $16,150,000. The restricted stock grants, which aggregated 173,750 shares and have an
individual value of $9.50 per share, have a vesting schedule of five years for officers and four years for non-officer directors. On August 29, 2009, 35,000
shares of restricted stock grants vested. During the year ended December 31, 2009, 5,000 shares of restricted stock were forfeited, and 5,000 shares of restricted
stock were subsequently reissued. As of March 31, 2010, 138,750 shares of restricted stock remained unvested and outstanding. The forfeiture and reissuance
were the result of a departure of one of our directors and her subsequent replacement as director.

The 35,000 vested restricted stock grants were recorded as credit of $350 to common stock for the par value of the vested restricted stock grants and
$332,150 to additional paid-in capital in the accompanying consolidated balance sheets.

For the three months ended March 31, 2010, the Company recognized compensation expense of $86,094 comprised of accrued compensation expenses for

restricted stock grants that have not yet vested but whose expense is being recognized over the service period. The unvested restricted stock grant service period
related to the compensation expense of $86,094 ends August 29, 2010.
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Stock Option Grants

The Company, under its 2007 Equity Incentive Plan, approved the granting of stock options to certain of its officers and non-officer directors on August 29,
2009. A total of 78,000 non-qualified stock options were granted: (i) independent director Glenn Patterson, 3,500 shares, (ii) independent director Patrick
Meyer, 3,500 shares, (iii) independent director Stuart McManus, 3,000 shares, (iv) independent director Melanie Barnes, 3,000 shares (v) director Jeff Shopoff,
3,000 shares, (vi) officer Tim McSunas, 25,000 shares and (vii) officer Kevin Bridges, 37,000 shares. The options granted vest in 4 or 5 equal installments
beginning on the grant date and on each anniversary of the grant date over a period of 3 or 4 years. The options have a contractual term of 10 years.

The fair value of stock-based awards is calculated using the Black-Scholes option pricing model. The Black-Scholes model requires subjective
assumptions, including future stock price volatility and expected time to exercise, which greatly affect the calculated values. There is insufficient trading history
in the Company’s common stock to allow for a historically based assessment of volatility. Furthermore, the Company’s shares are not traded on an exchange.
The expected volatility is therefore based on the historical volatility of publicly traded real estate investment trusts with investment models and dividend
policies deemed comparable to those of the Company. In accordance with the guidance in the Accounting Standards Codification (“ASC”) topic 718-S99
(originally issued as the SEC’s Staff Accounting Bulletin No. 110) the expected term of options is the average of the vesting period and the expiration date. The
risk-free rate selected to value any particular grant is based on the U.S. Treasury rate that corresponds to the pricing term of the grant effective as of the date of
the grant. The Company does not expect to pay dividends in the foreseeable future, thus the dividend yield is assumed to be zero. These factors could change in
the future, affecting the determination of stock-based compensation expense for grants made in future periods. The Company used the following weighted-
average assumptions in determining the fair value of its officer and director stock options granted during the year ended December 31, 2009:

Expected volatility 70%
Expected term 6.9 yrs
Risk-free interest rate 3.0%
Dividend yield —%

The weighted-average grant date fair value of officers and non-officer directors’ options granted during the year ended December 31, 2009 was $6.44.

For the three months ended March 31, 2010, the Company recognized compensation expense with respect to stock option grants of approximately $26,388,
which was recorded to additional paid-in capital in the accompanying consolidated balance sheets. Based on the Company’s historical turnover rates and the
vesting pattern of the options, management has assumed that forfeitures are not significant in the determination of stock option expense.

The following is a summary of the changes in stock options outstanding during the three months ended March 31, 2010:

Weighted
Weighted Average
Average Remaining
Number of Exercise Contractual
Shares Price Life (Years)
Outstanding at December 31, 2009 78,000 $ 9.50 9.7
Granted - - _
Outstanding at March 31, 2010 78,000 9.50 9.4
Exercisable at March 31, 2010 16,400 $ 9.50 9.4
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Based on the closing stock price of $9.50 at March 31, 2010, aggregate intrinsic value of options outstanding at March 31, 2010 was zero.

Options outstanding that have vested and are expected to vest as of March 31, 2010 are as follows:

Weighted
Average
Weighted Remaining
Average Contractual
Number of Exercise Termin
Shares Price Years
Vested 16,400 $ 9.50 94
Expected to vest 61,600 9.50 9.4
Total 78,000 $ 9.50 9.4

7. OTHER RELATED PARTY TRANSACTIONS

The Company’s Advisor and affiliated entities have incurred organizational and offering costs on the Company’s behalf. Pursuant to a written agreement,
such entities accepted responsibility for such costs and expenses until the Company’s Registration Statement was declared effective by the Securities and
Exchange Commission (“SEC”) and the minimum offering amount was raised. However, at no time will the Company’s obligation for such organizational and
offering costs and expenses exceed 12.34% of the total proceeds raised in the Offering, as more fully disclosed in the Company’s Registration Statement. We
are allowed to reimburse the Advisor up to 15% of the gross offering proceeds during the offering period, however the Advisor is required to repay us for any
organizational and offering costs and expenses reimbursed to it by us that exceed 12.34% of the gross offering proceeds within 60 days of the close of the
offering. As of March 31, 2010, we had reimbursed the Advisor approximately $428,000 in excess of the 12.34% limit.

As of March 31, 2010 and December 31, 2009, such costs and expenses approximated $5,159,000 and $5,111,000, respectively. Of the approximately
$5,159,000 incurred by the Advisor and its affiliates, the Company has reimbursed them approximately $2,631,000. The $2,631,000 of reimbursed
organizational and offering costs was netted against additional paid-in capital in the accompanying consolidated balance sheets.

On November 27, 2006, the Advisor contributed $100 for a 1% limited partnership interest in the Operating Partnership. Such investment is reflected as a
minority interest in the accompanying consolidated financial statements.

The sole general partner of the Advisor is wholly owned by the Shopoff Trust. William and Cindy Shopoff are the sole trustees of the Shopoff Trust. The
Advisor and its affiliates will receive substantial compensation and fees for services relating to the investment and management of the Company’s assets. Such
fees, which were not negotiated on an arm’s-length basis, will be paid regardless of the performance of the real estate investments acquired or the quality of the
services provided to the Company.

The Shopoff Trust is also the sole stockholder of Shopoff Securities, Inc., the Company’s sole broker-dealer engaged in the initial public offering described
above. Shopoff Securities, Inc. (which was formed in September 2006) is not receiving any selling commissions in connection with the offering, but is entitled
to receive a fixed monthly marketing fee of $100,000 from the Company’s Sponsor and reimbursements from the Company for expenses incurred in connection
with the sale of shares. The $100,000 fixed monthly marketing fee and reimbursements from the Company for expenses incurred in connection with the sale of
shares is not due and payable from the Sponsor to Shopoff Securities, Inc. until the completion of the offering and is contingent upon a determination by the
Sponsor, in its sole and absolute discretion, that the payment of the fixed monthly marketing fee will not result in total underwriting compensation to Shopoff
Securities, Inc. exceeding the amount which is permitted under the rules of the Financial Industry Regulatory Authority. As of March 31, 2010, the offering had
not yet been completed. As the offering had not yet been completed the Sponsor had made no determination whether a payment to Shopoff Securities Inc.
would exceed the total underwriting compensation permitted under the rules of the Financial Industry Regulatory Authority.
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The relationship between the Company and the Advisor is governed by an advisory agreement (the “Agreement”). Under the terms of the Agreement, the
Advisor is responsible for overseeing the day-to-day operations of the Company and has the authority to carry out all the objectives and purposes of the
Company. The Advisor has a fiduciary responsibility to the Company and its stockholders in carrying out its duties under the Agreement. In providing advice
and services, the Advisor shall not (i) engage in any activity which would require it to be registered as an “Investment Advisor,” as that term is defined in the
Investment Advisors Act of 1940, or in any state securities law or (ii) cause the Company to make such investments as would cause the Company to become an
“Investment Company,” as that term is defined in the Investment Company Act of 1940. The Company’s Board of Directors has the right to revoke the
Advisor’s authority at any time.

In accordance with the Agreement, the Company will pay the Advisor the following fees:

* Acquisition and Advisory Fees: 3% of, with respect to any real estate asset or real estate-related investment acquired by the Company directly or
indirectly, the contract purchase price of the underlying property.

« Debt Financing Fee: 1% of the amount available under any loan or line of credit made available to the Company upon the receipt of the proceeds from
such loan or line of credit.

» Asset Management Fee: a monthly payment equal to one-twelfth of 2% of (i) the aggregate asset value for operating assets and (ii) the total contract
price plus capitalized entitlement and project related costs for real estate assets held for less than or equal to one year by the Company, directly or
indirectly, as of the last day of the preceding month other than a real estate-related investment and (iii) the appraised value as determined from time to
time for real estate assets held for greater than one year by the Company, directly or indirectly, as of the last day of the preceding month other than a
real estate-related investment and (iv) the appraised value of the underlying property, for any real estate-related investment held by the Company
directly or indirectly, as of the last day of the preceding month, in the case of subsection (iv) not to exceed one-twelfth of 2% of the funds advanced by
the Company for the purchase of the real estate-related investment.

« Disposition Fees: equal to (i) in the case of the sale of any real estate asset, other than real estate-related investments, the lesser of (a) one-half of the
competitive real estate commission paid up to 3% of the contract price or, if none is paid, the amount that customarily would be paid, or (b) 3% of the
contract price of each real estate asset sold, and (ii) in the case of the sale of any real estate-related investments, 3% of the sales price. Any disposition
fee may be paid in addition to real estate commissions paid to non-affiliates, provided that the total real estate commissions (including such disposition
fee) paid to all persons by the Company for each real estate asset, upon disposition thereof, shall not exceed an amount equal to the lesser of (i) 6% of
the aggregate contract price of each real estate asset or (ii) the competitive real estate commission for each real estate asset. The Company will pay the
disposition fees for a property at the time the property is sold.

e Additional Fees: The Agreement includes certain other fees that will be payable to the Advisor upon the occurrence of certain potential events such as
listing on a national securities exchange or termination of the Agreement.

8 COMMITMENTS AND CONTINGENCIES
FINRA Matter

During 2009, our Advisor advised us that FINRA examined Shopoff Securities, Inc.’s (“Shopoff Securities”) records as part of its routine sales practice and
financial/operational examination for the purpose of meeting applicable regulatory mandates and providing Shopoff Securities with an assessment as to its
compliance with applicable securities rules and regulations. Shopoff Securities is the Company’s broker-dealer for its ongoing public offering. On December
29, 2009, FINRA issued an examination report, which included certain cautionary items that did not need to be included in the Central Registration Depository
(the securities industry online registration and licensing database) nor did they need to be reported on Shopoff Securities’ Form BD or Form U4 (each, a
Uniform Application for Broker-Dealer Registration used by broker-dealers to register and update their information with the SEC and FINRA, respectively).
Additionally, the examination report included a referral of issues related to our offering to a separate examination. This separate examination is ongoing and as
of May 14, 2010, neither the Company nor Shopoff Securities has received communication from FINRA regarding this separate examination. The Company
does not know when the examination will be resolved or what, if any, actions FINRA may require the Company to take as part of that resolution. This
examination could result in fines, penalties or administrative remedies or no actions asserted against the Company. Because the Company cannot at this time
assess the outcome of such examination by FINRA, if any, we have not accrued any loss contingencies in accordance with GAAP.
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Winchester Ranch (Pulte Home Project)

On December 31, 2008, SPT-SWRC, LLC, closed on the acquisition of certain parcels of land (the “Pulte Home Project”) pursuant to a Purchase
Agreement, dated December 23, 2008, with Pulte Home Corporation, a Michigan corporation (“Pulte Home”), an entity unaffiliated with the Company and its
affiliates. The purchase price of the Pulte Home Project was $2,000,000. On February 27, 2009, SPT-SWRC, LLC entered into a purchase and sale agreement
to sell the Pulte Home Project to Khalda Development, Inc. (“Khalda”), an entity unaffiliated with the Company and its affiliates. The contract sales price was
$5,000,000 and the transaction closed escrow on March 20, 2009. The Company recognized a gain on sale of the Pulte Home Project of approximately
$2,045,000.

On May 1, 2009, Pulte Home caused a “Notice of Default and Election to Sell Under Deed of Trust” to be filed in the Official Records of Riverside County
with respect to the Pulte Home Project. Pulte is alleging that SPT-SWRC, LLC was obligated by Section B(10) of the deed of trust to obtain Pulte Home’s
written consent to the transfer of the obligations secured by the Deed of Trust to Khalda and that no such consent was obtained, despite Pulte Home’s execution
of a waiver of its right of first refusal to repurchase the Pulte Home Project. A transfer of the Pulte Home Project in violation of the provisions of the deed of
trust allows Pulte Home to accelerate the performance of the existing, secured obligations of SPT-SWRC, LLC and to commence foreclosure proceedings under
the deed of trust.

Management believes the sale of the Pulte Home Project by SPT-SWRC, LLC to Khalda is completed. Khalda was aware of the obligations secured by the
deed of trust and assumed such obligations when it purchased the Pulte Home Project from SPT-SWRC on March 20, 2009. Management believes that the
maximum amount of any legal exposure resulting from any action by Pulte Home with respect to this property would be limited to the value of the property,
which is no longer owned by SPT-SWRC, LLC. Khalda, the current owner of the property, is in the process of obtaining the governmental approvals necessary
to satisfy its obligations and has declared bankruptcy in order to forestall the foreclosure proceedings so that such governmental approvals can be obtained. A
consequence of the foreclosure is that ownership of the Winchester Hills Project could pass from Khalda back to Pulte Home.

The Pulte Home Project is also the subject of a dispute regarding obligations retained by both Pulte Home, when it sold the Winchester Ranch project to
SPT SWRC, LLC, on December 31, 2008, and by SPT SWRC, LLC when it resold the Winchester Ranch project to Khalda on March 20, 2009, to complete
certain improvements, such as grading and infrastructure (the “Improvements”). Both sales were made subject to the following agreements which, by their
terms, required the Improvements to be made: (i) a Reconveyance Agreement, dated November 15, 2007, by and among Pulte Home and the prior owners of the
Winchester Ranch project — Barratt American Incorporated, Meadow Vista Holdings, LLC (“Meadow Vista”) and Newport Road 103, LLC (“Newport”) (the
“Reconveyance Agreement”), and (ii) a letter agreement, dated December 30, 2008, executed by SPT SWRC, LLC, Meadow Vista, and Newport, and
acknowledged by Pulte Home (the “Subsequent Letter Agreement”). Meadow Vista and Newport, as joint claimants (the “Claimants™) against Pulte Home and
SPT SWRC, LLC, have initiated binding arbitration in an effort to (1) require Pulte Home to reaffirm its obligations under the Reconveyance Agreement and
the Subsequent Letter Agreement to make the Improvements in light of the subsequent transfer of ownership of the Winchester Ranch project to Khalda (2)
require that certain remedial measures be taken to restore the site to a more marketable condition, and (3) for damages. Neither SPT SWRC, LLC nor Pulte
Home has taken the position that their respective transfers of the project have released them from the obligation to make the Improvements, and the current
owner, Khalda, has not failed to, or refused to, conduct the Improvements required in the Reconveyance Agreement. The arbitration process is on going and,
although we believe the request for declaratory relief by the Claimants has no legal basis, and is premature since no actual dispute yet exists, we cannot predict
the outcome of the arbitration proceedings at this time.
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Economic Dependency

The Company is dependent on the Advisor and the broker-dealer for certain services that are essential to the Company, including the sale of the Company’s
shares of common stock available for issue; the identification, evaluation, negotiation, purchase, and disposition of properties and other investments;
management of the daily operations of the Company’s real estate portfolio; and other general and administrative responsibilities. In the event that these
companies are unable to provide the respective services, the Company will be required to obtain such services from other sources.

Environmental

As an owner of real estate, the Company is subject to various environmental laws of federal, state and local governments. Compliance with existing
environmental laws is not expected to have a material adverse effect on the Company’s financial condition and results of operations as of March 31, 2010 and
December 31, 2009.

Legal Matters

From time to time, the Company may be party to legal proceedings that arise in the ordinary course of its business. Management is not aware of any legal
proceedings of which the outcome is reasonably likely to have a material adverse effect on its results of operations or financial condition. Although the
Company is not subject to any legal proceedings, its subsidiary, SPT-SWRC, LLC is the subject of a Notice of Default filing and binding arbitration proceeding
as described above under “Winchester Ranch (Pulte Home Project)”. The Company believes the Notice of Default and binding arbitration proceeding will have
no material adverse effect on its results of operations or financial condition.

Organizational and Offering Costs

The Company’s Advisor and affiliated entities have incurred offering costs and certain expenses on the Company’s behalf. Pursuant to a written agreement,
such entities accepted responsibility for such costs and expenses until the Company’s Registration Statement was declared effective by the SEC and the
minimum offering amount was raised. The Company’s obligation for such costs and expenses will not exceed 12.34% of the total proceeds raised in the
Offering, as more fully disclosed in the Company’s Registration Statement. During 2008, 2009 and the three months ended March 31, 2010, the Company
reimbursed its Advisor and affiliated entities approximately $2,631,000. As of March 31, 2010, the Advisor and affiliated entities have incurred approximately
$2,956,000 in excess of the 12.34% limitation on organizational and offering costs. The Company is not obligated to reimburse the Advisor or other affiliated
entities any amount above 12.34% of gross offering proceeds.

Specific Performance

When SPT-SWRC, LLC purchased the Pulte Home Project on December 31, 2008, SPT-SWRC, LLC agreed as a condition of ownership to assume
responsibility of a specific performance requirement as detailed in the Reconveyance Agreement, an assignment of which was an exhibit in the original
Purchase Agreement. The requirement obligates SPT-SWRC, LLC to complete specific development requirements on adjacent parcels of land not owned by
SPT-SWRC, LLC. Currently the primary obligor of this specific development requirement is Khalda, through its purchase of said property from SPT-SWRC,
LLC on March 20, 2009 and subsequent assumption of the Reconveyance Agreement. If Khalda Development Inc. fails to perform its obligations under the
assumed Reconveyance Agreement, then the obligee could look to SPT-SWRC, LLC as a remedy.

The monetary exposure under these obligations, if any, to SPT-SWRC, LLC cannot be determined at this time.
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9. REGISTRATION STATEMENT

The Company filed Post Effective Amendment No. 6 to our registration statement on Form S-11 for the Company’s ongoing initial public offering with the
SEC on April 29, 2010. On May 3, 2010 the SEC declared our Post Effective Amendment No. 6 to our registration statement on Form S-11 for our on-going
initial public offering effective. Our offering period ends August 29, 2010.

10. SUBSEQUENT EVENTS
Mesquite Loan

Management has been in discussions with Mesquite Venture I, LLC regarding the pending maturity of its $600,000 promissory note with SPT Real Estate
Finance and believes that Mesquite Venture I, LLC will pay the entire outstanding principal balance and all accrued and unpaid interest on or before May 31,
2010.

Other

Subsequent to March 31, 2010 and through May 14, 2010, we sold and accepted $50,350 of gross offering proceeds to purchase 5,300 shares of our
common stock.

Subsequent to March 31, 2010, additional organization and offering costs totaling approximately $24,000 were incurred by the Advisor and its affiliates on
behalf of the Company.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Overview

You should read the following discussion and analysis together with our condensed consolidated financial statements and notes thereto included in this
Quarterly Report on Form 10-Q. The following information contains forward-looking statements, which are subject to risks and uncertainties. Should one or
more of these risks or uncertainties materialize, actual results may differ materially from those expressed or implied by the forward- looking statements. Please
see “Special Note Regarding Forward-Looking Statements™ below for a description of these risks and uncertainties.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements included in this quarterly report on Form 10-Q are forward-looking statements within the meaning of the federal securities laws which
are intended to be covered by the safe harbors created by those laws. Historical results and trends should not be taken as indicative of future operations.
Forward-looking statements, which are based on certain assumptions and describe future plans, strategies and expectations of us, are generally identifiable by
use of the words “believe,” “expect,” “intend,” “anticipate,” “estimate,” “project,” “prospects,” or similar expressions. Our ability to predict results or the actual
effect of future plans or strategies is inherently uncertain. Factors which could have a material adverse effect on our operations and future prospects on a
consolidated basis include, but are not limited to: changes in economic conditions generally and the real estate market specifically; legislative/regulatory
changes, including changes to laws governing the taxation of REITSs; availability of capital; interest rates; our ability to service our debt; competition; supply
and demand for undeveloped land and other real estate in our proposed market areas; the prospect of a continuing relationship with Shopoff Advisors; changes
in accounting principles generally accepted in the United States of America; and policies and guidelines applicable to REITs. These risks and uncertainties
should be considered in evaluating forward- looking statements and undue reliance should not be placed on such statements. Although we believe the
assumptions underlying the forward-looking statements, and the forward-looking statements themselves, are reasonable, any of the assumptions could be
inaccurate and, therefore, there can be no assurance that these forward-looking statements will prove to be accurate. In light of the significant uncertainties
inherent in these forward-looking statements, such information should not be regarded as a representation by us or any other person that any of our objectives
and plans, which we consider to be reasonable, will be achieved.
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Company Overview

We are a Maryland corporation that intends to qualify as a real estate investment trust, or REIT, beginning with the taxable year ended December 31, 2011.
On November 30, 2006, we filed a registration statement on Form S-11 (File No. 333-139042) with the SEC to offer a minimum of 1,700,000 shares and a
maximum of 20,100,000 shares of common stock for sale to the public. The SEC declared the registration statement effective on August 29, 2007, and we then
launched our on-going initial public offering. We sold the minimum offering of 1,700,000 shares on August 29, 2008, at $9.50 per share. As of March 31, 2010,
we had sold 1,878,500 shares of common stock for $17,845,750, excluding shares purchased by the Sponsor. Once 2,000,000 shares are sold, the offering price
will increase to $10.00 per share until an additional 18,100,000 shares of common stock are sold or the offering terminates on August 29, 2010.

We filed a Post-Effective Amendment No. 1 to our registration statement on April 30, 2008. The SEC declared our Post-Effective Amendment No. 1 to our
registration statement on Form S-11 for our on-going initial public offering effective on May 13, 2008.

We filed a Post-Effective Amendment No. 2 to our registration statement on January 21, 2009. The SEC declared our Post-Effective Amendment No. 2 to
our registration statement on Form S-11 for our on-going initial public offering effective on February 9, 2009.

We filed a Post-Effective Amendment No. 3 to our registration statement on May 1, 2009 and amended it as Post-Effective Amendment No. 4 on May 21,
20009.

The SEC declared our Post-Effective Amendment No. 4 to our registration statement on Form S-11 for our on-going initial public offering effective on May
27, 2009.

We filed a Post-Effective Amendment No. 5 to our registration statement on August 17, 2009. The SEC declared our Post-Effective Amendment No. 5 to
our registration statement on Form S-11 for our on-going initial public offering effective on August 24, 20009.

We filed a Post-Effective Amendment No. 6 to our registration statement on April 29, 2010. The SEC declared our Post-Effective Amendment No. 6 to our
registration statement on Form S-11 for our on-going initial public offering effective on May 3, 2010.

We have used and will continue to use the proceeds of our on-going initial public offering to acquire undeveloped real estate assets that present “value-
added” opportunities or other opportunistic investments for our stockholders, to obtain entitlements on such opportunities if applicable, and to hold such assets
as long-term investments for eventual sale. “Entitlements” is an all inclusive term used to describe the various components of our value added business plan. We
will undertake various functions to enhance the value of our land holdings, including land planning and design, engineering and processing of tentative tract
maps and obtaining required environmental approvals. All of these initial entitlements are discretionary actions as approved by the local governing jurisdictions.
The subsequent entitlement process involves obtaining federal, state, or local biological and natural resource permits if applicable. Federal and state agencies
may include the U.S. Army Corps of Engineers, the U.S. Fish and Wildlife Service, state wildlife, or others as required. By obtaining these approvals or
entitlements, we can remove impediments for development for future owners and developers of the projects. It is through this systematic process that we believe
that we can realize profits for our investors by enhancing asset values of our real estate holdings. The majority of the property acquired will be located primarily
in the States of California, Nevada, Arizona, Hawaii and Texas. If market conditions dictate and if approved by our board of directors, we may invest in
properties located outside of these states. On a limited basis, we may acquire interests in income producing properties and ownership interests in firms engaged
in real estate activities or whose assets consist of significant real estate holdings, provided these investments meet our overall investment objectives. We plan to
own substantially all of our assets and conduct our operations through our Operating Partnership, or wholly owned subsidiaries of the Operating Partnership.
Our wholly owned subsidiary, Shopoff General Partner, LLC, is the sole general partner of the Operating Partnership. We have no paid employees. The Advisor
conducts our operations and manages our portfolio of real estate investments.

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. At our inception, our focus was on adding value to property
through the entitlement process, but the current real estate market has generated a supply of real estate projects that are all partially or completely developed
versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value of real property through redesign and engineering
refinements and removes much of the entitlement risk that we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the
peaks of 2005 — 2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more assets than previously contemplated.
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We believe there will be continued distress in the real estate market in the near term, although we feel that prices have found support in some of our target
markets. We have seen pricing increase substantially from the lows of the past year or two, but opportunities continue to be available as properties make their
way through the financial system and ultimately come to market. We are also seeing more opportunities to work with landowners under options or joint
ventures and obtain entitlements in order to create long term shareholder value. Our view of the mid to long term is more positive, and we expect property
values to improve over the four- to ten-year time horizon. Our plan has been to be in a position to capitalize on these opportunities for capital appreciation.

Through March 31, 2010, we had purchased eight properties, two of which were subsequently sold, one on March 20, 2009 and one on February 3, 2010,
and had originated three secured real estate loans, two of which were subsequently converted to real estate owned on September 4, 2009 as a result of settlement
negotiations between the obligor and us. We had no properties in escrow as of March 31, 2010. We have placed no additional properties in escrow since March
31, 2010.

A portion of the proceeds of our on-going offering will be reserved to meet working capital needs and contingencies associated with our operations. We
believe this reserve allocation will aid our objective of preserving capital for our investors by supporting the maintenance and viability of properties we acquire
in the future. We will initially allocate to our working capital reserve not less than 0.5% and not more than 5% of the gross proceeds of the offering (assuming
we raise the maximum offering). As long as we own any undeveloped real estate assets, we will retain as working capital reserves an amount equal to at least
0.5% and not more than 5% of the gross proceeds of the offering, subject to review and re-evaluation by the board of directors. If reserves and any available
income become insufficient to cover our operating expenses and liabilities, it may be necessary to obtain additional funds by borrowing, refinancing properties
and/or liquidating our investment in one or more properties. There is no assurance that such funds will be available or, if available, that the terms will be
acceptable to us.

We intend to make an election to be taxed as a REIT under Section 856(c) of the Internal Revenue Code for our tax year ending December 31, 2011. In
order to qualify as a REIT, we must distribute to our stockholders each calendar year at least 90% of our taxable income, excluding net capital gains. If we
qualify as a REIT for federal income tax purposes, we generally will not be subject to federal income tax on income that we distribute to our stockholders. If we
fail to qualify as a REIT in any taxable year, we will be subject to federal income tax on our taxable income at regular corporate rates and will not be permitted
to qualify as a REIT for four years following the year in which our qualification is denied. Such an event could materially and adversely affect our net income
(if any) and results of operations.

Results of Operations

Although we have made several acquisitions without the use of capital from outside investment firms, we contemplate using capital from these outside
investment firms in the coming years to grow the Company’s investment base. As such our results of operations as of the date of this report are not indicative of
those expected in future periods.

Through March 31, 2010, we have acquired eight properties and sold two properties. The first property was purchased on December 31, 2008 for an amount
of $2,000,000 and we incurred closing and related costs of approximately $614,000 including $476,774 in reconveyance costs. This property was subsequently
sold on March 20, 2009 for $5,000,000 and the Company has recognized a gain on the sale of approximately $2,045,000. The second property was purchased
on April 17, 2009 for an amount of $650,000 and we incurred closing and related costs of approximately $875,000. This property was subsequently sold on
February 3, 2010 for $2,231,775 and the Company recognized a gain on the sale of approximately $871,000. The third property was purchased on May 19,
2009, for an amount of $1,650,000 and we incurred closing and related costs of approximately $60,000. The fourth property was purchased on July 31, 2009,
for an amount of $3,000,000 which included a seller note carry back of $2,000,000 and we incurred closing and related costs of approximately $1,482. The fifth
and sixth properties were acquired on September 4, 2009 via a Settlement Agreement with Springbrook Investments, L.P., a California limited partnership
(“Springbrook™), in which Springbrook agreed to execute and deliver a grant deed to the underlying real estate collateral in consideration for the discharge by us
of all of Springbrook’s obligations under two secured promissory notes owned by the Company. The tax basis of the fifth property when acquired was
$2,152,210 and tax basis of the sixth property when acquired was $472,436. The seventh and eighth properties were purchased on November 5, 2009 for an
aggregate amount of $9,600,000, which included a seller note carry back of $2,900,000, and we incurred closing and related costs of approximately $320,000.
As of March 31, 2010, we have made principal pay downs totaling $991,584 on the $2,900,000 seller note carry back.
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Through March 31, 2010, we have originated three secured real estate loans receivable: one in an amount of $600,000 to one borrower and two separate
loans to a second borrower in the aggregate amount of $2,300,000. The two separate loans to a second borrower in the aggregate amount of $2,300,000 were
converted to real estate owned on September 4, 2009 when we took title to the underlying real estate serving as collateral for the two loans. The $600,000
secured real estate loan receivable incurred no closing costs as all title, escrow and attorney fees were paid for by the borrower through escrow. As of March 31,
2010, from the $600,000 loan we have earned $126,058 in interest income, $63,058 of which is accrued interest receivable, $73,000 of which has been paid to
us by the borrower, paid an acquisition fee of $18,000, or 3% of the contract price to the Advisor, which was paid to SPT Real Estate Finance, LLC upon the
closing of escrow on September 30, 2008, and paid the Advisor asset management fees of $18,000. Prior to the conversion of the two separate loans aggregating
$2,300,000 to real estate owned, we had accrued $324,647 in interest income, paid an acquisition fee of $69,000, or 3% of the contract price to the Advisor,
which was paid upon the closing of escrow on January 9, 2009, and paid the Advisor asset management fees of $31,207. As of March 31, 2010, since the
conversion of the two separate loans aggregating $2,300,000 to real estate owned, we paid the Advisor asset management fees of $27,793.

Revenues for the three months ended March 31, 2010 approximated $2,252,500. These revenues consisted primarily of sales of real estate and interest
income on the note receivable.

Expenses for the three months ended March 31, 2010 approximated $1,875,700. These expenses consisted primarily of cost of sales of real estate,
professional fees, stock based compensation, insurance, dues and subscriptions, director compensation, general and administrative expenses, and due diligence
costs related to properties not acquired.

For the three months ended March 31, 2010, we had a net profit of approximately $376,800 due primarily to revenues from the sale of real estate
and interest income on notes receivable. These revenues were partially offset by cost of sales of real estate, stock based compensation, due diligence costs
related to properties not acquired, and operating expenses, consisting primarily of professional fees, insurance, director compensation, dues and subscriptions
and general and administrative expenses.

Comparison of Three Months Ended March 31, 2010 to Three Months Ended March 31, 2009

Total revenues. Total revenues decreased by $2,926,322, or 56.5% to $2,252,497 for the three months ended March 31, 2010 compared to $5,178,819 for
the three months ended March 31, 2009. The significant components of revenue are discussed below.

Sale of real estate. This caption represents revenues earned from the disposition of real estate and real estate-related investments. We recorded sales of
$2,231,775 for the three months ended March 31, 2010 compared to $5,000,000 for the three months ended March 31, 2009. For both the three months ended
March 31, 2010 and 2009 the Company sold a real estate investment. These two real estate investments were not comparable other than both real estate
investments were located in Riverside County, California and were residential in nature. The real estate investments sold were of different sizes and in different
stages of entitlement (65 finished residential lots and 6 lettered lots were sold in the three months ended March 31, 2010 compared to 469 graded residential lots
sold in the three months ended March 31, 2009) and were in different geographical locations (the City of Lake Elsinore, Riverside County, California for the
real estate investment sold in the three months ended March 31, 2010 compared to an unincorporated area of Riverside County, California, for the real estate
investment sold in the three months ended March 31, 2009). Due to these real estate investments differences in size, entitlement status, and location, significant
variations in pricing between the two real estate investment sales is not unusual.
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Interest income, notes receivable. This caption represents revenues earned from the origination of secured real estate loans. Interest income, notes
receivable decreased $143,193 or 87.4% to $20,722 for the three months ended March 31, 2010 compared to $163,915 for the three months ended March 31,
2009. The decrease was related to the Company having only one note receivable outstanding for the three months ended March 31, 2010 compared to three
notes for the three months ended March 31, 2009 and therefore earning less interest on the outstanding notes receivable. Two real estate loans receivable, made
by the Company in January 2009, in the aggregate amount of $2,300,000, were subsequently turned into real estate owned on September 4, 2009, when grant
deeds to the underlying real estate collateral were executed in favor of SPT Real Estate Finance, LLC in exchange for a release of all of the borrowers
obligations under the notes.

Interest income and other. This caption represents revenues earned from the interest earned on cash held in escrow accounts, operating accounts, savings
accounts, certificates of deposits, or other similar investments. Interest income and other decreased $14,904, or 100.0% to $0 for the three months ended March
31, 2010 compared to $14,904 for the three months ended March 31, 2009. The decrease was primarily related to the reduction in the amount of cash available
for temporary investments due to the use of Company cash to make real estate and real estate-related investments and for the payment of Company operating
expenses.

Total expenses. Total expenses decreased by $1,706,923, or 47.7% to $1,875,655 (including a provision for income taxes of $0), for the three months
ended March 31, 2010 compared to $3,582,578 for the three months ended March 31, 2009. The significant components of expense are discussed below.

Cost of sales of real estate. Cost of sale of real estate represents direct costs attributable to the investment in the goods sold by the Company, in our case
un-developed and under developed real estate assets. We incurred $1,356,673 in cost of sale of real estate for the three months ended March 31, 2010 compared
to $2,977,742 for the three months ended March 31, 2009. For both the three months ended March 31, 2010 and 2009, the Company sold a real estate
investment. These two real estate investments were not comparable other than both real estate investments were located in Riverside County, California and
were residential in composition. The real estate investments sold were purchased at different times, (April 2009 for the real estate investment sold in the three
months ended March 31, 2010 and December 2008 for the real estate investment sold in the three months ended March 31, 2009), were of different sizes and in
different stages of entitlement (65 finished residential lots and 6 lettered lots were sold in the three months ended March 31, 2010 compared to 469 graded
residential lots sold in the three months ended March 31, 2009), were in different geographical locations (the City of Lake Elsinore, Riverside County,
California for the real estate investment sold in the three months ended March 31, 2010 compared to an unincorporated area of Riverside County, California, for
the real estate investment sold in the three months ended March 31, 2009), and incurred differing levels of asset management during ownership (the replacement
of bonds and related expenses incurred in replacing the bonds for the project sold in the three months ended March 31, 2010 compared to reconveyance work
and related expenses incurred for the project sold in the three months ended March 31, 2009). Due to these real estate investments differences in original
purchase timing, size, entitlement status, location, and asset management, significant variations in basis between the two real estate investment sales is not
unusual.

Stock based compensation. This caption represents restricted stock grants, stock options, and other share based compensation authorized by the Company’s
board of directors. We incurred $112,482 in stock based compensation for the three months ended March 31, 2010 compared to $0 for the three months ended
March 31, 2009. The Company had not issued any stock options nor incurred any other share based compensation expense as of March 31, 2009.

Professional fees. Professional fees decreased by $31,379, or 19.2% to $131,987 for the three months ended March 31, 2010 compared to $163,366 for the
three months ended March 31, 2009. The decrease was primarily due to (i) the Company not originating any new real estate-related investments in 2010
compared to 2009 when the Company incurred legal expenses related to newly originated secured notes receivable, (ii) reimbursement by borrower in 2010 of
legal expenses related to the default of an existing note receivable originated on September 30, 2008, (ii) less extensive Sarbanes Oxley independent third-party
consultant expenses in 2010 as compared to 2009 due to the completion of managements process documentation in 2009, and (iii) the Company filing less 8-K’s
in 2010 as compared to 2009 resulting in lower accounting and legal fees.
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Insurance. Insurance decreased by $5,368, or 9.6% to $50,434 for the three months ended March 31, 2010 compared to $55,802 for the three months ended
March 31, 2009. The decrease was primarily due to (i) a reduction by the Company of its primary D&O coverage for the 2009-2010 policy period compared to
the 2008-2009 policy period resulting in an overall decrease in the primary D&O premium, offset by (ii) an increase in the excess D&O coverage premium for
the 2009-2010 policy period compared to the 2008-2009 policy period.

General and administrative. General and administrative costs increased by $72,404, or 132.5% to $127,043 for the three months ended March 31, 2010 as
compared to $54,639 for the three months ended March 31, 2009. The increase was primarily due to (i) higher depreciation expense incurred on a Company
purchased enterprise resource planning system for 2010 which had not been fully implemented in 2009 and (ii) a higher level of asset management fees paid on
real estate investments under management by Shopoff Advisor in 2010 as compared to 2009, offset by savings from (iii) a lower number of overall SEC filings
during 2010 as compared to 2009 resulting in lower printing expenses, (iv) the Company changed printing companies in 2010 resulting in lower printing
expenses as compared to the same services in 2009.

Dues and subscriptions. Dues and subscriptions represent fees paid by the Company for membership in and benefits from various real estate and real
estate-related organizations. We incurred $29,621 in dues and subscriptions for the three months ended March 31, 2010 compared to $0 for the three months
ended March 31, 2009. The Company had entered into certain contractual arrangements with real estate or real estate-related organizations but those expenses
were classified under due diligence on properties not acquired as the Company used those services specifically to aid the Advisor in the evaluation of potential
acquisitions. The Company began expensing those contractual arrangements as dues and subscriptions during the twelve months ended December 31, 2009.

Director compensation. Director compensation increased by $5,996, or 15.4% to $44,875 for the three months ended March 31, 2010 compared to $38,879
for the three months ended March 31, 2009. The increase was primarily due to (i) the Company having one more compensated board member in 2010 as
compared to 2009 as in February 2009, Diane Kennedy resigned as one of our independent board members and was not replaced until September 2009 and (ii)
the Company holding more board and committee meetings in 2010 as compared to 2009 due to more extensive Company activities as compared to 2009.

Acquisition fees paid to advisor. Acquisition fees paid to advisor decreased by $69,000, or 100.0% to $0 for the three months ended March 31, 2010
compared to $69,000 for the three months ended March 31, 2009. Acquisition fees represent compensation paid to our Advisor for services provided to us
during the identification, negotiation, underwriting, and purchase of our real estate-related investments. The Company did not originate or purchase any real
estate-related investments in the three months ended March 31, 2010 compared to the origination of two real estate-related investments totaling $2,300,000 in
the three months ended March 31, 2009.

Due diligence costs related to properties not acquired. Due diligence costs related to properties not acquired decreased $84,129 or 78.9% to $22,540 for
the three months ended March 31, 2010 compared to $106,669 for the three months ended March 31, 2009. The decrease was primarily related to (i) a reduction
in the number of potential real estate investments reviewed by the Company, (ii) the implementation of condensed evaluation procedures for potential real estate
investments resulting in a more efficient and economical underwriting process, and (iii) the reclassification of certain real estate related memberships and
subscriptions previously expensed as due diligence on properties not acquired to dues and subscriptions.

Provision for income taxes. This caption represents the amount on the consolidated statement of operations that estimates the Company’s total income tax
liability for the year. We incurred $0 in provision for income taxes for the three months ended March 31, 2010 compared to $116,481 for the three months
ended March 31, 2009. The Company sold its first real estate investment during the three months ended March 31, 2009. Although the Company sold its second
real estate investment during the three months ended March 31, 2010, the gain on the sale was not significant enough to offset overall anticipated Company
expenses for the year ended December 31, 2010. Due to an anticipated overall net loss for the Company for the year ended December 31, 2010, no provision for
income taxes was recognized for the three months ended March 31, 2010.
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Recent Market Developments

There have been historic disruptions in the financial system during the years 2008 and 2009, the effects of which are continuing today. The recent failure of
large U.S. financial institutions and the resulting turmoil in the U.S. and global financial sector has had, and will likely continue to have, a negative impact on
the terms and availability of credit and the state of the economy generally within the U.S.

On October 3, 2008, the Troubled Asset Relief Program was signed into law, as part of the Emergency Economic Stabilization Act of 2008 (“EESA”),
giving the U.S. Department of the Treasury authority to deploy up to $700 billion to improve liquidity in the capital markets, including the authority to direct
$250 billion into preferred stock investments in banks. Then, on February 17, 2009, the American Recovery and Reinvestment Act of 2009 (“ARRA”) was
signed into law as a sweeping economic recovery package intended to stimulate the economy and provide for broad infrastructure, energy, health, and education
needs. This legislation was followed by the U.S. President’s Homeowner Affordability and Stability Plan, announced on February 18, 2009, to address the crisis
in the mortgage market which has had ripple effects in other parts of the credit markets.

It is presently unclear what impact the EESA, ARRA, the Homeowner Affordability and Stability Plan, and the other liquidity and funding initiatives of the
Federal Reserve, and other agencies and any additional programs that may be initiated in the future, will have on the financial markets, the U.S. banking and
financial industries, and the broader U.S. and global economies. To the extent the market does not respond favorably to the EESA, ARRA, the Homeowner
Affordability and Stability Plan, real estate companies, such as ours, may have difficulty securing mortgage debt at reasonable rates or at all. In addition, while
the economic downturn may present opportunities for us to acquire assets that are undervalued, this opportunity is hampered by the increased cost of capital and
uncertainty as to when the markets will stabilize.

Organization and Offering Costs

The Company’s organization and offering costs may be paid by the Company’s Advisor, broker-dealer and their affiliates on the Company’s behalf. These
organization and offering costs include all expenses to be paid by us in connection with the Company’s ongoing initial public offering, including but not limited
to (i) legal, accounting, printing, mailing, and filing fees; (ii) charges of the escrow holder; (iii) reimbursement of the broker-dealer for amounts it may pay to
reimburse the bona fide diligence expenses of other broker-dealers and registered investment advisors; (iv) reimbursement to the advisor for other costs in
connection with preparing supplemental sales materials; (v) the cost of educational conferences held by us (including the travel, meal, and lodging costs of
registered representatives of broker-dealers); and (vi) reimbursement to the broker-dealer for travel, meals, lodging, and attendance fees incurred by employees
of the broker-dealer to attend retail seminars conducted by broker-dealers.

Pursuant to the advisory agreement and the broker-dealer agreement, we are obligated to reimburse the Advisor, the broker-dealer or their affiliates, as
applicable, for organization and offering costs paid by them on our behalf, provided that the advisor is obligated to reimburse us to the extent the organization
and offering costs incurred by us in the offering exceed 12.34% of our gross offering proceeds. The Advisor and its affiliates have incurred on our behalf
organization and offering costs of $5.16 million through March 31, 2010. Such costs are only a liability to us to the extent the organization and offering costs do
not exceed 12.34% of the gross proceeds of the offering. From commencement of our ongoing initial public offering through March 31, 2010, we had sold
1,878,500 shares for gross offering proceeds of $17.85 million, excluding shares purchased by the Sponsor and excluding vested restricted stock grants issued to
certain officers and directors, and recorded organization and offering costs of $2.63 million.
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Liquidity and Capital Resources

We broke escrow in our on-going initial public offering on August 29, 2008 and commenced real estate operations with the acquisition of our first material
real estate investment on December 31, 2008. This first real estate investment was subsequently sold on March 20, 2009 for $5,000,000. We are offering and
selling to the public up to 2,000,000 shares of our common stock, $.01 par value per share, at $9.50 per share and 18,100,000 shares of our common stock, $.01
par value per share, at $10.00 per share. As of March 31, 2010, we had sold and accepted 1,878,500 shares of our common stock for $17,845,750 not including
shares issued to the Sponsor and excluding vested restricted stock grants issued to certain officers and directors. We had sold and accepted 1,856,000 shares of
our common stock for $17,632,000 as of December 31, 2009.

Our principal demand for funds is and will be for the acquisition of undeveloped real estate properties and other real estate-related investments, the payment
of operating and general and administrative expenses, capital expenditures and payments under debt obligations when applicable.

We did not pay any distributions to stockholders for the three months ended March 31, 2010.

As a result of the closing of a proposed acquisition that occurred on November 5, 2009 and discussed further in Note 1 of the notes to consolidated financial
statements, a substantial portion of our remaining liquidity as of September 30, 2009 was utilized. Management believes that it will be able to raise additional
capital for the Company through one or more potential sources including additional common stock sales, re-capitalization via a co-investment joint venture
relationship, the sale of an asset currently owned by the Company and or securing appropriate longer-term debt.

As of March 31, 2010, our liabilities totaled $4,389,751 and consisted of accounts payable and accrued liabilities, due to related parties, interest on notes
payable, income taxes payable, and notes payable secured by Company assets. Of the $4,389,751 in total liabilities $981,335 are short term and $3,408,416 are
long term. We do not currently have sufficient liquidity to meet our short term liability obligations as disclosed; however, management believes that (i) there has
been a recent shift in the investment attitude from potential shareholders from a capital preservation to a long-term capital appreciation mentality which will
result in an increase in sales of our common stock as compared to results for the twelve months ended December 31, 2009, (ii) sales of Company assets as an
alternative funding source is viable as on February 3, 2010 we closed on the sale of a Company asset to a third-party for a purchase price 243% higher than the
purchase price originally paid for by us, and we are currently evaluating a third-party offer to purchase an existing Company asset at a purchase price that is
142% higher than the purchase price originally paid for by us, (iii) ) lending sources for land assets have recently become more available although the cost of
funds could be prohibitive in nature, however the Company is currently in discussions with a non-conventional lender who may refinance the existing secured
promissory note originated by TSG Little Valley, L.P. If a new loan is approved by the aforementioned non-conventional lender, this refinance would pay off
the remainder of the TSG Little Valley, L.P. loan and give the Company additional working capital to fund general operations, and (iv) a recapitalization of us
whereby a third-party capital source would take partial ownership of existing Company assets in a joint venture arrangement in exchange for cash is possible as
at least one real estate private equity firm has expressed an interest in taking a partial ownership position in the existing Company assets. As a result of (i), (ii),
(iii), and (iv) above, we believe we will have sufficient funds for the operation of the Company for the foreseeable future. If (i), (ii), (iii), and (iv) discussed
above do not happen, we may need to consider alternative solutions or we may need to cease operations.

Cash Flows

The following is a comparison of the main components of our statements of cash flows for the three months ended March 31, 2010 to the three months
ended March 31, 2009:

Cash From Operating Activities

As of March 31, 2010, we owned six real estate investments, none of which generates recurring income, and owned one real estate-related investment. We
used $594,167 in operating activities for the three months ended March 31, 2010 compared to $321,707 that was used in operating activities for the three
months ended March 31, 2009. Net cash used in operations increased in 2010 primarily as a result of (i) the sale of one Company owned real estate investment
in 2010 that resulted in a smaller gain as compared to the sale of one Company owned real estate investment in 2009, (ii) the reduction of Company liabilities in
2010 compared to an increase in Company liabilities in 2009, and (iii) the recognition of stock based compensation from the issuance of restricted stock and the
grant of stock options to certain officers and directors in 2010. No stock based compensation was realized in 2009.
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Cash From Investing Activities

Net cash provided by investing activities for the three months ended March 31, 2010 was $1,778,979 compared to $4,472,477 that was that was provided
by investing activities for the three months ended March 31, 2009. Net cash provided by investing activities decreased primarily as a result of (i) the sale of one
Company owned real estate investment in 2010 that resulted in proceeds that were smaller as compared to the proceeds generated from the sale of one Company
owned real estate investment in 2009 and (ii) the Company investing a larger amount of liquidity into real estate and real estate-related investments in 2010 as
compared to 2009.

Cash From Financing Activities

We used $1,090,423 in financing activities for the three months ended March 31, 2010 compared to $178,002 for the three months ended March 31, 2009.
Net cash used in financing activities increased primarily as a result of (i) the repayment of principal on a Company executed secured note payable in 2010
whose funds had not been borrowed in 2009, (ii) obtaining certificate of deposit securing letters of credit for the posting of bonds relating to a Company real
estate investment in 2010 that was not owned in 2009, offset by (iii) proceeds of common stock sold to subscribers in 2010; in the three months ended March
31, 2009 there were no proceeds of common stock sold to subscribers, and (iv) the payment of offering costs to our advisor in 2009; there were no payments of
offering costs to our advisor in the three months ended March 31, 2010.

Our principal demands for cash will be for property acquisitions and the payment of our operating and administrative expenses, future debt service
obligations and distributions to our stockholders. Generally, we will fund our property acquisitions from the net proceeds of our public offering. We intend to
acquire properties with cash and mortgage or other debt, but we may acquire properties free and clear of permanent mortgage indebtedness by paying the entire
purchase price for properties in cash. Due to the delays between the sales of our shares, our acquisition of properties, and the subsequent disposition of
properties, there will be a delay, potentially a number of years, in the benefits to our stockholders, if any, of returns generated from our investments.

As of March 31, 2010, we have raised $18,046,200 in common stock sales including shares purchased by our Sponsor and have invested a majority of this
cash in Company assets, significantly reducing funds for operating and administrative expenses and existing and future debt service obligations. Management is
aware that in addition to the global and regional economic crisis affecting real estate in general, our current lack of liquidity can be reasonably anticipated to
have a material impact on capital resources necessary for the entitlement of our properties.

Our ability to finance our operations is subject to several uncertainties including those discussed above under “Recent Market Developments” and under
“Risk Factors,” and accordingly, we cannot guarantee that we will have adequate cash from this offering or be able to generate adequate cash from other non-
offering sources such as (i) sales of Company assets, (ii) securing appropriate longer-term debt, or (iii) funding via joint venture relationships with real estate
private equity firms and hedge funds that have an interest in our investment space, in order to fund our operating and administrative expenses, any future debt
service obligations and any future payment of distributions to our stockholders. Our ability to ultimately sell our real estate investments is partially dependent
upon the condition of real estate markets at the time we are required or prepared to sell and the ability of purchasers to obtain financing at reasonable
commercial rates.

Potential future sources of capital include secured and unsecured financings from banks or other lenders, establishing additional lines of credit, proceeds
from the sale of properties and undistributed cash flow. Although we have identified a potential non-conventional lending source, discussions are in the
preliminary stage only and there is no assurance that an agreement for financing will be reached with this potential lender. We have also not identified any
additional sources of financing other than this potential non-conventional lending source and there is no assurance that such sources of financings will be
available on favorable terms or at all.
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Distributions

We have not paid any distributions as of March 31, 2010. Our board of directors will determine the amount of distributions, if any, to be distributed to our
stockholders. The board’s determination will be based on a number of factors, including funds available from operations, our capital expenditure requirements
and the annual distribution requirements necessary to maintain our REIT status under the Internal Revenue Code. Because we expect that the majority of the
properties we acquire will not generate any operating cash flow, the timing and amount of any dividends paid will be largely dependent upon the sale of
acquired properties. Accordingly, it is uncertain as to when, if ever, dividends will be paid. Although a change in the REIT tax code related to safe harbor rules
has been adopted reducing the safe harbor from four to two years, we have not changed our business strategy which is market driven. We will consider making a
distribution to shareholders upon an asset sale but may choose instead to reinvest the proceeds rather than making a distribution. Our stockholders should have
the expectation that no substantial income will be generated from our operations for some time.

The Advisory Agreement

The Advisor is responsible for overseeing the day to day operations of us and has the authority to carry out all our objectives and purposes. The Advisor has
a fiduciary responsibility to us and to our stockholders in carrying out its duties under this Agreement. In providing advice and services hereunder, the Advisor
shall not (i) engage in any activity which would require it to be registered as an “Investment Advisor,” as that term is defined in the Investment Advisors Act of
1940 or in any state securities law or (ii) cause us to make such investments as would cause us to become an “Investment Company,” as that term is defined in
the Investment Company Act of 1940.

Our board of directors has the right to revoke the Advisor’s authority at any time. We shall pay the Advisor the following fees:

Acquisition and Advisory Fees: 3% of, (i) with respect to any real estate asset acquired by us directly or indirectly other than a real estate related
investment, the contract purchase price of the underlying property, and (ii) with respect to any real estate related investment acquired by us directly or indirectly,
the contract purchase price of the underlying property.

Debt Financing Fee: 1% of amount available under any loan or line of credit made available to us.

Asset Management Fees: a monthly payment in an amount equal to one-twelfth of 2% of (i) the aggregate asset value for operating assets and (ii) the total
contract price plus capitalized entitlement and project related costs for real estate assets held for less than or equal to one year by us, directly or indirectly, as of
the last day of the preceding month other than a real estate-related investment and (iii) the appraised value as determined from time to time for real estate assets
held for greater than one year by us, directly or indirectly, as of the last day of the preceding month other than a real estate-related investment and (iv) the
appraised value of the underlying property, for any real estate-related investment held by us, directly or indirectly, as of the last day of the preceding month, in
the case of subsection (iv) not to exceed one-twelfth of 2% of the funds advanced by us for the purchase of the real estate-related investment.

Disposition Fees: equal to, (i) in the case of the sale of any real estate asset, other than real estate-related investments, the lesser of: (a) one-half of the
competitive real estate commission paid up to 3% of the contract price or, if none is paid, the amount that customarily would be paid, or (b) 3% of the contract
purchase price of each real estate asset sold, and (ii) in the case of the sale of any real estate-related investments, 3% of the sales price of such real estate-related
investments. A disposition fee payable under this section may be paid in addition to real estate commissions paid to non-affiliates, provided that the total real
estate commissions (including such disposition fee) paid to all persons by us for each real estate asset, upon disposition thereof, shall not exceed an amount
equal to the lesser of (i) 6% of the aggregate contract price of each real estate asset or (ii) the competitive real estate commission for each real estate asset. We
will pay the disposition fees for a property at the time the property is sold.
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Subordinated Participation in Distributable Cash: 50% of remaining amounts of Distributable Cash after return of capital plus payment to stockholders of
a 10% annual, cumulative, non-compounded return on capital. The Subordinated Participation in Distributable Cash shall be payable to the Advisor at the time
or times that the Company determines that the Subordinated Participation in Distributable Cash has been earned by the Advisor.

Subordinated Incentive Fee Due Upon Listing: 50% of the amount by which the market value of our common stock exceeds the aggregate capital
contributed by stockholders plus payment to stockholders of a 10% annual, cumulative, non-compounded return on capital. Upon Listing, the Advisor shall be
entitled to the Subordinated Incentive Fee Upon Listing. The Subordinated Incentive Fee Due Upon Listing shall be payable to the Advisor following twelve
(12) months after Listing. We shall have the option to pay such fee in the form of cash, common stock, a promissory note with interest accrued as of the date of
Listing, or any combination of the foregoing, as determined by the board of directors. In the event the Subordinated Incentive Fee Due Upon Listing is paid to
the Advisor following Listing, the Advisor will not be entitled to receive any payments of Subordinated Performance Fee Upon Termination or Subordinated
Participation in Distributable Cash following receipt of the Subordinated Incentive Fee Due Upon Listing.

Subordinated Performance Fee Due Upon Termination: a performance fee of 50% of the amount by which the greater of the market value of our
outstanding common stock or real estate at the time of termination, plus total distributions paid to our stockholders, exceeds the aggregate capital contributed by
stockholders plus payment to investors of a 10% annual, cumulative, non-compounded return on capital. Upon termination of this Agreement, the Advisor shall
be entitled to the Subordinated Performance Fee Due Upon Termination.

Investment Strategy

Our initial primary business focus was to buy, hold and sell undervalued, undeveloped non-income producing real estate assets and to generate returns to
our stockholders upon disposition of such properties (although as described below, our recent focus has been on distressed or opportunistic property offerings).
The land acquired may have been zoned for residential, commercial or industrial uses. Our strategy is to invest in properties with the following attributes:

¢ the potential for an annual internal rate of return in excess of 30% on a compounded basis;

< the potential for a sharp increase in value due to such factors as a recent or potential future zoning change or other opportunity where a property might
lie in the path of progress;

« characteristics of the property enable us to ascertain that we could purchase the property at a discount from current market value;
e geographic location in California, Nevada, Arizona, Hawaii, or Texas;

«  potential for capital appreciation;

«  potential for economic growth in the community in which the property is located;

«  prospects for liquidity through sale, financing or refinancing of the property;

* moderate competition from existing properties;

¢ location in a market in which we have familiarity based upon past experience or we have an advantage based upon our experience in repositioning
properties;

« potential for development of the property into income property.

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. At our inception, our focus was on adding value to property
through the entitlement process, but the current real estate market has generated a supply of real estate projects that are all partially or completely developed
versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value of real property through redesign and engineering
refinements and removes much of the entitlement risk that we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the
peaks of 2005-2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more assets than previously contemplated.

40




We believe there will be continued distress in the real estate market in the near term, although we feel that prices have found support in some of our target
markets. We have seen pricing increase substantially from the lows of the past year or two, but opportunities continue to be available as properties make their
way through the financial system and ultimately come to market. We are also seeing more opportunities to work with landowners under options or joint
ventures and obtain entitlements in order to create long term shareholder value. Our view of the mid to long term is more positive, and we expect property
values to improve over the four- to ten-year time horizon. Our plan has been to be in a position to capitalize on these opportunities for capital appreciation.

We may acquire other real estate assets and real estate related investments as part of our investment strategy as follows:

Other Property Acquisitions. We may acquire partially improved and improved properties, particularly those in which there is a potential for a change in
use, such as an industrial building changing to high density residential. In addition to fee simple interests, we may acquire long-term leasehold interests and
leasehold estates. We may acquire real estate or real estate-related investments relating to properties in various other stages of development. We may enter into
purchase and leaseback transactions, under which we will purchase a property from an entity and lease the property back to such entity under a net lease.

Making Loans and Investments in Mortgages. We do not intend to engage in the business of originating, warehousing or servicing real estate mortgages as a
primary business, but we may do so as an ancillary result of our main business of investing in real estate properties. We may provide seller financing on certain
properties if, in our judgment, it is prudent to do so. However, our main business is not investing in real estate mortgages, mortgage-backed securities or other
securities.

Investment in Securities. We may invest in equity securities of another entity, other than the Operating Partnership or a wholly-owned subsidiary of us, only
if a majority of our directors, including a majority of the independent directors not otherwise interested in such transaction, approve the transaction as being fair,
competitive, commercially reasonable and consistent with our investment objectives. We may also invest in community facility district bonds. We will limit this
type of investment to no more than 25% of our total assets, subject to certain tests for REIT qualification. We may purchase our own securities when traded on a
secondary market or on a national securities exchange or national market system, if a majority of the directors determine such purchase to be in our best
interests (in addition to repurchases made pursuant to our 2007 equity incentive plan which are subject to the right of first refusal upon transfer by plan
participants). We may in the future acquire some, all or substantially all of the securities or assets of other REITs or similar entities where that investment would
be consistent with our investment policies and the REIT qualification requirements.

Joint Ventures. We may invest in limited partnerships, general partnerships and other joint venture arrangements with nonaffiliated third parties and with
other real estate entities’ programs formed by, sponsored by or affiliated with the Advisor or an affiliate of the Advisor, if a majority of our independent
directors who are not otherwise interested in the transaction approve the transaction as being fair and reasonable to us and our stockholders and on substantially
the same terms and conditions as those received by the other joint venturers. When we believe it is appropriate, we will borrow funds to acquire or finance
properties.

Critical Accounting Policies

As defined by the SEC, our critical accounting policies will be those which are both important to the portrayal of our financial condition and results of
operations, and which require management’s most difficult, subjective, and/or complex judgments, often as a result of the need to make significant estimates
and assumptions about the future effect of matters that are inherently uncertain. Such estimates and assumptions will be made and evaluated on an on-going
basis using information that is currently available as well as various other assumptions believed to be reasonable under the circumstances. An accounting
estimate requires assumptions about uncertain matters that could have a material effect on the Consolidated Financial Statements if a different amount within a
range of estimates were used or if estimates changed from period-to-period. Estimates are made under facts and circumstances at a point in time, and changes in
those facts and circumstances could produce actual results that differ from when those estimates were made, perhaps in material adverse ways. When we begin
our operating activities, we anticipate that our critical accounting policies will include those which are described immediately below.
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Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make estimates and judgments that affect the reported amounts
of assets, liabilities, revenues and expenses, and the related disclosure of contingent assets and liabilities. These estimates will be made and evaluated on an on-
going basis, using information that is currently available as well as applicable assumptions believed to be reasonable under the circumstances. Actual results
may vary from those estimates; in addition, such estimates could be different under other conditions and/or if we use alternative assumptions.

Principles of Consolidation

Since the Company’s wholly owned subsidiary, Shopoff General Partner, LLC, is the sole general partner of the Operating Partnership and has unilateral
control over its management and major operating decisions (even if additional limited partners are admitted to the Operating Partnership), the accounts of the
Operating Partnership are consolidated in the Company’s consolidated financial statements. The accounts of Shopoff General Partner, LLC are also
consolidated in the Company’s consolidated financial statements since it is wholly owned by the Company. SPT Real Estate Finance, LLC, SPT-SWRC, LLC,
SPT-Lake Elsinore Holding Co., LLC, SPT AZ Land Holdings, LLC, and Shopoff TRS, Inc. are also 100% owned by the Operating Partnership and therefore
their accounts are consolidated in the Company’s financial statements as of March 31, 2010 and December 31, 20009.

All intercompany accounts and transactions are eliminated in consolidation.

Cash and Cash Equivalents

The Company considers all highly liquid short-term investments with original maturities of three months or less when purchased to be cash equivalents.

Revenue and Profit Recognition

It is the Company’s policy to recognize gains on the sale of investment properties. In order to qualify for immediate recognition of revenue on the
transaction date, the Company requires that the sale be consummated, the buyer’s initial and continuing investment be adequate to demonstrate a commitment to
pay, any receivable resulting from seller financing not be subject to future subordination, and that the usual risks and rewards of ownership be transferred to the
buyer. We would expect these criteria to be met at the close of escrow. The Company’s policy also requires that the seller not have any substantial continuing
involvement with the property. If we have a commitment to the buyer in a specific dollar amount, such commitment will be accrued and the recognized gain on
the sale will be reduced accordingly.

Transactions with unrelated parties which in substance are sales but which do not meet the criteria described in the preceding paragraph will be accounted
for using the appropriate method (such as the installment, deposit, or cost recovery method) as set forth in the Company’s policy. Any disposition of a real
estate asset which in substance is not deemed to be a “sale” for accounting purposes will be reported as a financing, leasing, or profit-sharing arrangement as
considered appropriate under the circumstances of the specific transaction.

For income-producing properties, we intend to recognize base rental income on a straight-line basis over the terms of the respective lease agreements
(including any rent holidays). Differences between recognized rental income and amounts contractually due under the lease agreements will be credited or
charged (as applicable) to rent receivable. Tenant reimbursement revenue, which is expected to be comprised of additional amounts recoverable from tenants for
common area maintenance expenses and certain other expenses, will be recognized as revenue in the period in which the related expenses are incurred.

Interest income on the Company’s real estate notes receivable is recognized on an accrual basis over the life of the investment using the interest method.
Direct loan origination fees and origination or acquisition costs are amortized over the term of the loan as an adjustment to interest income. The Company will
place loans on nonaccrual status when concern exists as to the ultimate collection of principal or interest. When a loan is placed on nonaccrual status, the

Company will reserve the accrual for unpaid interest and will not recognize subsequent interest income until the cash is received, or the loan returns to accrual
status.
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We believe that the accounting policy related to revenue recognition is a critical accounting policy because of the significant impact revenue recognition
will have on our consolidated financial statements.

Cost of Real Estate Assets Not Held for Sale

We anticipate that real estate assets will principally consist of wholly-owned undeveloped real estate for which we will obtain entitlements and hold such
assets as long term investments for eventual sale. Undeveloped real estate not held for sale will be carried at cost subject to downward adjustment as described
in “Impairment” below. Cost will include the purchase price of the land, related acquisition fees, as well as costs related to entitlement, property taxes and
interest. In addition, any significant other costs directly related to acquisition and development of the land will be capitalized. The carrying amount of land will
be charged to earnings when the related revenue is recognized.

Income-producing properties will generally be carried at historical cost less accumulated depreciation. The cost of income-producing properties will include
the purchase price of the land and buildings and related improvements. Expenditures that increase the service life of such properties will be capitalized; the cost
of maintenance and repairs will be charged to expense as incurred. The cost of building and improvements will be depreciated on a straight-line basis over their
estimated useful lives, which are expected to principally range from approximately 15 to 39 years. When depreciable property is retired or disposed of, the
related cost and accumulated depreciation will be removed from the accounts and any gain or loss will be reflected in operations.

The costs related to abandoned projects are expensed when management believes that such projects are no longer viable investments.
Property Held for Sale

The Company has a policy for property held for sale. Our policy, which addresses financial accounting and reporting for the impairment or disposal of
long-lived assets, requires that in a period in which a component of an entity either has been disposed of or is classified as held for sale, the income statements
for current and prior periods report the results of operations of the component as discontinued operations.

When a property is held for sale, such property will be carried at the lower of (i) its carrying amount or (ii) the estimated fair value less costs to sell. In
addition, a depreciable property being held for sale (such as a building) will cease to be depreciated. We will classify operating properties as held for sale in the
period in which all of the following criteria are met:

«  Management, having the authority to approve the action, commits to a plan to sell the asset;

e The asset is available for immediate sale in its present condition, subject only to terms that are usual and customary for sales of such asset;

* Anactive program to locate a buyer and other actions required to complete the plan to sell the asset has been initiated;

»  The sale of the asset is probable, and the transfer of the asset is expected to qualify for recognition as a completed transaction within one year;
* The asset is being actively marketed for sale at a price that is reasonable in relation to its current estimated fair value; and

¢ Given the actions required to complete the plan to sell the asset, it is unlikely that significant changes to the plan would be made or that the plan would
be abandoned.

Selling commissions and closing costs will be expensed when incurred.

We believe that the accounting related to property valuation and impairment is a critical accounting estimate because: (1) assumptions inherent in the
valuation of our property are highly subjective and susceptible to change and (2) the impact of recognizing impairments on our property could be material to our
consolidated balance sheets and statements of operations. We will evaluate our property for impairment periodically on an asset-by-asset basis. This evaluation
includes three critical assumptions with regard to future sales prices, cost of sales and absorption. The three critical assumptions include the timing of the sale,
the land residual value and the discount rate applied to determine the fair value of the income-producing properties on the balance sheet date. Our assumptions
on the timing of sales are critical because the real estate industry has historically been cyclical and sensitive to changes in economic conditions such as interest
rates and unemployment levels. Changes in these economic conditions could materially affect the projected sales price, costs to acquire and entitle our land and
cost to acquire our income-producing properties. Our assumptions on land residual value are critical because they will affect our estimate of what a willing
buyer would pay and what a willing seller would sell a parcel of land for (other than in a forced liquidation) in order to generate a market rate operating margin
and return. Our assumption on discount rates is critical because the selection of a discount rate affects the estimated fair value of the income-producing
properties. A higher discount rate reduces the estimated fair value of such properties, while a lower discount rate increases the estimated fair value of these
properties. Because of changes in economic and market conditions and assumptions and estimates required of management in valuing property held for
investment during these changing market conditions, actual results could differ materially from management’s assumptions and may require material property
impairment charges to be recorded in the future.
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Long-Lived Assets

The Company has a policy for property held for investment. Our policy requires that long-lived assets be reviewed for impairment whenever events or
changes in circumstances indicate that their carrying amounts may not be recoverable. If the cost basis of a long-lived asset held for use is greater than the
projected future undiscounted net cash flows from such asset (excluding interest), an impairment loss is recognized. Impairment losses are calculated as the
difference between the cost basis of an asset and its estimated fair value.

Our policy also requires us to separately report discontinued operations and extends that reporting to a component of an entity that either has been disposed
of (by sale, abandonment, or in a distribution to shareholders) or is classified as held for sale. Assets to be disposed of are reported at the lower of the carrying
amount or estimated fair value less costs to sell.

Estimated Fair Value of Financial Instruments and Certain Other Assets/Liabilities

The Company’s financial instruments include cash, notes receivable, prepaid expenses, accounts payable and accrued liabilities and notes and interest
payable. Management believes that the fair value of these financial instruments approximates their carrying amounts based on current market indicators, such as
prevailing interest rates and the short-term maturities of such financial instruments.

Management has concluded that it is not practical to estimate the fair value of amounts due to and from related parties. The Company’s policy requires,
where reasonable, that information pertinent to those financial instruments be disclosed, such as the carrying amount, interest rate, and maturity date; such
information is included in Note 7 of the consolidated financial statements. Management believes it is not practical to estimate the fair value of related party
financial instruments because the transactions cannot be assumed to have been consummated at arm’s length, there are no quoted market values available for
such instruments, and an independent valuation would not be practicable due to the lack of data regarding similar instruments (if any) and the associated
potential cost.

The Company does not have any assets or liabilities that are measured at fair value on a recurring basis (except as disclosed in Note 2 of the accompanying
condensed consolidated financial statements) and, as of March 31, 2010 and December 31, 2009, did not have any assets or liabilities that were measured at fair
value on a nonrecurring basis.

When the Company has a loan that is identified as being impaired or being reviewed for impairment whenever events or changes in circumstances indicate
that their carrying amounts may not be recoverable in accordance with Company policy and is collateral dependent, it is evaluated for impairment by comparing
the estimated fair value of the underlying collateral, less costs to sell, to the carrying value of the loan.

Our Company policy establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include: Level 1,
defined as observable inputs such as quoted prices for identical financial instruments in active markets; Level 2, defined as inputs other than quoted prices in
active markets that are either directly or indirectly observable; and Level 3, defined as instruments that have little to no pricing observability as of the reported
date. These financial instruments do not have two-way markets and are measured using management’s best estimate of fair value, where the inputs into the
determination of fair value require significant management judgment or estimation.
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The Company’s policy also discusses determining fair value when the volume and level of activity for the asset or liability has significantly decreased, and
identifying transactions that are not orderly. Company policy emphasizes that even if there has been a significant decrease in the volume and level of activity for
an asset or liability and regardless of the valuation technique(s) used, the objective of a fair value measurement remains the same. Fair value is the price that
would be received to sell an asset or be paid to transfer a liability in an orderly transaction (that is, not a forced liquidation or distressed sale) between market
participants at the measurement date under current market conditions. Furthermore, Company policy requires additional disclosures regarding the inputs and
valuation technique(s) used in estimating the fair value of assets and liabilities as well as any changes in such valuation technique(s).

Notes Receivable

The Company’s notes receivable are recorded at cost, net of loan loss reserves, and evaluated for impairment at each balance sheet. The amortized cost of a
note receivable is the outstanding unpaid principal balance, net of unamortized costs and fees directly associated with the origination or acquisition of the loan.

The Company considers a loan to be impaired when, based upon current information and events, it believes that it is probable that the Company will be
unable to collect all amounts due under the contractual terms of the loan agreement. A reserve is established when the present value of payments expected to be
received, observable market prices, or the estimated fair value of the collateral (for loans that are dependent on the collateral for repayment) of an impaired loan
is lower than the carrying value of that loan.

Organization and Offering Costs

The Company’s organization and offering costs may be paid by the Company’s Advisor, broker-dealer and their affiliates on the Company’s behalf. These
organization and offering costs include all expenses to be paid by us in connection with the Company’s ongoing initial public offering, including but not limited
to (i) legal, accounting, printing, mailing, and filing fees; (ii) charges of the escrow holder; (iii) reimbursement of the broker-dealer for amounts it may pay to
reimburse the bona fide diligence expenses of other broker-dealers and registered investment advisors; (iv) reimbursement to the advisor for other costs in
connection with preparing supplemental sales materials; (v) the cost of educational conferences held by us (including the travel, meal, and lodging costs of
registered representatives of broker-dealers); and (vi) reimbursement to the broker-dealer for travel, meals, lodging, and attendance fees incurred by employees
of the broker-dealer to attend retail seminars conducted by broker-dealers.

Pursuant to the advisory agreement and the broker-dealer agreement, the Company is obligated to reimburse the advisor, the broker-dealer or their affiliates,
as applicable, for organization and offering costs paid by them on the Company’s behalf, provided that the Advisor is obligated to reimburse us to the extent the
organization and offering costs incurred by us in the offering exceed 12.34% of the Company’s gross offering proceeds. The Company’s Advisor and its
affiliates have incurred on the Company’s behalf organization and offering costs of $5.16 million through March 31, 2010. Such costs are only a liability to us
to the extent the organization and offering costs do not exceed 12.34% of the gross proceeds of the offering. From commencement of the Company’s ongoing
initial public offering through March 31, 2010, the Company had sold 1,878,500 shares for gross offering proceeds of $17.85 million, excluding shares
purchased by the Sponsor and excluding vested restricted stock grants issued to certain officers and directors, and recorded organization and offering costs of
$2.63 million.

Potential Investments in Partnerships and Joint Ventures.
If we invest in limited partnerships, general partnerships, or other joint ventures we will evaluate such investments for potential variable interests pursuant
to Company policy. We will evaluate variable interest entities (VIESs) in which we hold a beneficial interest for consolidation. VIEs, as defined by Company

policy, are legal entities with insubstantial equity, whose equity investors lack the ability to make decisions about the entity’s activities, or whose equity
investors do not have the right to receive the residual returns of the entity if they occur. An entity will be considered a VIE if one of the following applies:
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e The total equity investment at risk is not sufficient to permit the entity to finance its activities without additional subordinated financial support from
other parties (i.e., the equity investment at risk is not greater than the expected losses of the entity).

« Asagroup the holders of the equity investment at risk lack any one of the following three characteristics of a controlling financial interest:
e The direct or indirect ability to make decisions about an entity’s activities through voting rights or similar rights.
*  The obligation to absorb the expected losses of the entity if they occur.
e Theright to receive the expected residual returns of the entity if they occur.

An equity investment of less than 10% of total assets generally should be considered to be insufficient to fund the entity’s operations unless there is clear
evidence to the contrary, such as evidence that it can get financing for its activities without additional subordinated financial support.

If the Company is the interest holder that will absorb a majority of the VIE’s expected losses and/or receive a majority of the VIE’s expected residual
returns, we will be deemed to be the primary beneficiary and must consolidate the VIE. Management will use its judgment when determining if we are the
primary beneficiary of, or have a controlling interest in, an unconsolidated entity. Factors considered in determining whether we have significant influence or
we have control include risk and reward sharing, experience and financial condition of the other partners, voting rights, involvement in day-to-day capital and
operating decisions and continuing involvement. In the primary beneficiary decision, it is important to realize that a holder which will absorb the majority of
losses takes precedence over any other interest holder. The determination of which enterprise (if any) is the primary beneficiary would be made as of the date
the company first becomes involved with the VIE — unless events requiring reconsideration of the status of the entity’s variable interest holders have occurred.

Investments in companies that are not consolidated will be accounted for using the equity method when we have the ability to exert significant influence.
Generally, significant influence will exist if we have the ability to exercise significant influence over the operating and financial policies of an investee, which
may need to include the ability to significantly influence the outcome of corporate actions requiring shareholder approval of an investee. Significant influence is
generally presumed to be achieved by owning 20 percent or more of the voting stock of the investee. However, we will be required to evaluate all of the facts
and circumstances relating to the investment to determine whether there is predominant evidence contradicting our ability to exercise significant influence, such
as the inability by us to obtain financial information from the investee. Under this method, an investee company’s accounts are not reflected within the
Company’s consolidated balance sheet and statement of operation; however, the Company’s share of the earnings or losses of the investee company will be
reflected in the caption “Equity in net earning of unconsolidated subsidiaries” in the Company’s statement of operations. The Company’s carrying value in an
equity method investee company will be reflected in the caption “Investments in unconsolidated subsidiaries” in the Company’s consolidated balance sheet.

Investments in companies in which we cannot exert significant influence will be accounted for under the cost method. Under this method, the Company’s
share of the earnings or losses of such investee companies will not be included in the Company’s consolidated balance sheet or statement of operations.

The accounting policy relating to the need to consolidate or to account for such investments or acquisitions using the equity method of accounting is a
critical accounting policy due to the judgment required in determining whether we are the primary beneficiary or have control or significant influence.
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Income Taxes

The Company intends to make an election to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code, as amended, or the Code,
beginning with the taxable year ending December 31, 2011. The Company has not yet qualified as a REIT. To qualify as a REIT, the Company must meet
certain organizational and operational requirements, including a requirement to currently distribute at least 90% of ordinary taxable income to stockholders. As
a REIT, the Company generally will not be subject to federal income tax on taxable income that it distributes to its stockholders. If the Company fails to qualify
as a REIT in any year, it will be subject to federal income taxes on taxable income at regular corporate rates and will not be permitted to qualify for treatment as
a REIT for federal income tax purposes for four years following the year during which qualification is lost unless the Internal Revenue Service grants the
Company relief under certain statutory provisions. Such an event could materially adversely affect the Company’s net income and net cash available for
distribution to stockholders.

At December 31, 2009, the Company had a federal net operating loss (“NOL”) carry-forward of approximately $531,000 and a state NOL carry-forward of
approximately $1,721,000.

Utilization of the NOL carry-forwards may be subject to a substantial annual limitation due to an “ownership change” (as defined) that may have occurred
or that could occur in the future, as required by Section 382 of the Internal Revenue Code of 1986, as amended (the “Code”), as well as similar state provisions.
These ownership changes may limit the amount of NOL carry-forwards, and other tax attributes, that can be utilized annually to offset future taxable income
and tax, respectively. In general, an “ownership change” as defined by Section 382 of the Code results from a transaction or series of transactions over a three-
year period resulting in an ownership change of more than 50 percentage points of the outstanding stock of a company by certain stockholders or public groups.
Since the Company’s formation, the Company has raised capital through the issuance of capital stock on several occasions which, combined with the purchasing
stockholders’ subsequent disposition of those shares, may have resulted in such an ownership change, or could result in an ownership change in the future upon
subsequent disposition.

The Company has not completed a study to assess whether an ownership change has occurred or whether there have been multiple ownership changes since
the Company’s formation due to the complexity and cost associated with such a study. If the Company has experienced an ownership change at any time since
its formation, utilization of the NOL carry-forwards, and other tax attributes, would be subject to an annual limitation under Section 382 of the Code. In general,
the annual limitation, which is determined by first multiplying the value of the Company’s stock at the time of the ownership change by the applicable long-
term, tax-exempt rate, could further be subject to additional adjustments, as required. Any limitation may result in the expiration of a portion of the NOL carry-
forwards before utilization. Further, until a study is completed and any limitation is known, no amounts are being considered as an uncertain tax position or
disclosed as an unrecognized tax benefit under GAAP. Due to the existence of the valuation allowance, future changes in the Company’s unrecognized tax
benefits will not impact its effective tax rate. Any NOL carry-forwards that will expire prior to utilization as a result of a limitation under Section 382 will be
removed from deferred tax assets with a corresponding reduction of the valuation allowance. As of March 31, 2010, the Company did not have any
unrecognized tax benefits.

The Company recorded a full valuation allowance against the losses carrying forward and any temporary differences and thus eliminating the tax benefit of
the remaining loss carry-forward. In assessing the realizability of the net deferred tax assets, the Company considers whether it is more likely than not that some
or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which those temporary differences become deductible. Because of the valuation allowance, the Company had no deferred tax
expense / (benefit).

Stock-Based Compensation
Stock-based compensation will be accounted for in accordance with Company policy which requires that the compensation costs relating to share-based
payment transactions (including the cost of all employee stock options) be recognized in the consolidated financial statements. That cost will be measured based

on the estimated fair value of the equity or liability instruments issued. Our Company policy covers a wide range of share-based compensation arrangements
including share options, restricted share plans, performance-based awards, share appreciation rights, and employee share purchase plans.
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Noncontrolling Interests in Consolidated Financial Statements

The Company classifies noncontrolling interests (previously referred to as “minority interest”) as part of consolidated net earnings ($0 for the each of the
three and twelve months ended March 31, 2010 and December 31, 2009, respectively) and includes the accumulated amount of noncontrolling interests as part
of stockholders’ equity ($100 at March 31, 2010 and December 31, 2009, respectively). The net loss amounts the Company has previously reported are now
presented as “Net loss attributable to Shopoff Properties Trust, Inc.” and, earnings per share continues to reflect amounts attributable only to the Company.
Similarly, in the presentation of shareholders’ equity, the Company distinguishes between equity amounts attributable to the Company’s stockholders and
amounts attributable to the noncontrolling interests — previously classified as minority interest outside of stockholders’ equity. Increases and decreases in the
Company’s controlling financial interests in consolidated subsidiaries will be reported in equity similar to treasury stock transactions. If a change in ownership
of a consolidated subsidiary results in loss of control and deconsolidation, any retained ownership interests are remeasured with the gain or loss reported in net
earnings.

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy
of Generally Accepted Accounting Principles, a replacement of FASB Statement No. 162 (“SFAS 168”). Under SFAS 168, The FASB Accounting Standards
Codification (“Codification”) became the source of authoritative GAAP recognized by the FASB to be applied by nongovernmental entities. Rules and
interpretive releases of the SEC under authority of federal securities laws are also sources of authoritative GAAP for SEC registrants. On July 1, 2009, the
Codification superseded all then-existing non-SEC accounting and reporting standards for nongovernmental entities. All nongrandfathered non-SEC accounting
literature not included in the Codification became nonauthoritiative at that time. SFAS 168 is effective for interim and annual periods ended after September 15,
2009. The adoption of SFAS 168 did not have a significant impact on the Company’s consolidated financial statements.

In May 2009, FASB issued Statement of Financial Accounting Standards No. 165, Subsequent Events (“SFAS 165”), which was incorporated into the
FASB Codification 855-10, Subsequent Events — Overall (“FASB ASC 855-10"). FASB ASC 855-10, which is effective for interim and annual periods
ending after June 15, 2009, establishes general standards of and accounting for and disclosure of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. The adoption of FASB ASC 855.10 did not have an impact on the Company’s consolidated
financial statements.

Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force), the AICPA, and the SEC did not or are not
believed by management to have a material impact on our present or future consolidated financial statements.

Subsequent Events
Mesquite Loan
Management has been in discussions with Mesquite Venture I, LLC regarding the pending maturity of its $600,000 promissory note with SPT Real Estate
gg)rl%r?ce and believes that Mesquite Venture I, LLC will pay the entire outstanding principal balance and all accrued and unpaid interest on or before May 31,
Other
Subsequent to March 31, 2010 and through May 14, 2010, we sold and accepted $50,350 of gross offering proceeds to purchase 5,300 shares of our

common stock.

48




Subsequent to March 31, 2010, additional organization and offering costs totaling approximately $24,000 were incurred by the Advisor and its affiliates on
behalf of the Company.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market risk includes risks that arise from changes in interest rates, foreign currency exchange rates, commodity prices, equity prices and other market
changes that affect market sensitive instruments. In pursuing our business plan, we expect that the primary market risk to which we will be exposed is interest
rate risk.

We may be exposed to the effects of interest rate changes primarily as a result of borrowings used to maintain liquidity and fund expansion and refinancing
of our real estate investment portfolio and operations. Our interest rate risk management objectives will be to limit the impact of interest rate changes on
earnings, prepayment penalties and cash flows and to lower overall borrowing costs while taking into account variable interest rate risk. To achieve our
objectives, we may borrow at fixed rates or variable rates. We currently have limited exposure to financial market risks because we are in an early stage of our
operations. We currently invest our cash and cash equivalents in an FDIC-insured savings account which, by its nature, is subject to interest rate fluctuations. As
of March 31, 2010, a 10% increase or decrease in interest rates would have no material effect on our interest income.

In addition to changes in interest rates, the value of our real estate and real estate related investments is subject to fluctuations based on changes in local and
regional economic conditions and changes in the creditworthiness of lessees, and which may affect our ability to refinance our debt if necessary.

Item 4T. Controls and Procedures

We carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) as of March 31, 2010. This evaluation was carried out under the supervision and with the participation of our Chief Executive Officer
and Chief Financial Officer. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of March 31, 2010, our
disclosure controls and procedures are effective.

There have been no significant changes in our internal controls over financial reporting during the quarter ended March 31, 2010 that have materially
affected or are reasonably likely to materially affect such controls.

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed in our reports
filed or submitted under the Exchange Act are recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed in our
reports filed under the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer and Chief Financial Officer, to
allow timely decisions regarding required disclosure.

Limitations on the Effectiveness of Internal Controls

Our management does not expect that our disclosure controls and procedures or our internal control over financial reporting will necessarily prevent all
fraud and material error. An internal control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of
controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include the realities that
judgments in decision-making can be faulty, and that breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented by
the individual acts of some persons, by collusion of two or more people, or by management override of the internal control. The design of any system of
controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in
achieving its stated goals under all potential future conditions. Over time, control may become inadequate because of changes in conditions, or the degree of
compliance with the policies or procedures may deteriorate.
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

A previously owned real estate property known as the “Pulte Home Project” is the subject of a dispute regarding obligations retained by both the seller,
Pulte Home, when it sold the project to an affiliate of the Company, SPT SWRC, LLC, on December 31, 2008, and by SPT SWRC, LLC when it resold the
project to Khalda on March 20, 2009, to complete certain improvements, such as grading and infrastructure (the “Improvements”). Both sales were made
subject to the following agreements which, by their terms, required the Improvements to be made: (i) a Reconveyance Agreement, dated November 15, 2007, by
and among Pulte Home and the prior owners of the project — Barratt American Incorporated, Meadow Vista Holdings, LLC (“Meadow Vista”) and Newport
Road 103, LLC (“Newport”) (the “Reconveyance Agreement”), and (ii) a letter agreement, dated December 30, 2008, executed by SPT SWRC, LLC, Meadow
Vista, and Newport, and acknowledged by Pulte Home (the “Subsequent Letter Agreement”). Meadow Vista and Newport, as joint claimants (the “Claimants™)
against Pulte Home and SPT SWRC, LLC, have initiated binding arbitration in an effort to require Pulte Home to reaffirm its obligations under the
Reconveyance Agreement and the Subsequent Letter Agreement to make the Improvements in light of the subsequent transfer of ownership of the project to
Khalda, and to require that certain remedial measures be taken to restore the site to a more marketable condition. SPT SWRC, LLC maintains that it is not a
proper party to the arbitration, because the declaratory action being sought by the Claimants is to establish rights of the Claimants against Pulte Home, and not
against SPT SWRC, LLC, and neither SPT SWRC, LLC nor Pulte Home has taken the position that their respective transfers of the project has released them
from the obligation to make the Improvements. The arbitration process is on-going and, although we believe the request for declaratory relief by the Claimants
has no legal basis and that the issue is not arbitrable since no actual dispute exists, we cannot predict the outcome of the arbitration proceedings at this time.

Item 1A. Risk Factors

There are no material changes to the risk factors as previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 2009. The
materialization of any risks and uncertainties identified in our Forward Looking Statements contained in this report together with those previously disclosed in
the Form 10-K and 10-Q or those that are presently unforeseen could result in significant adverse effects on our financial condition, results of operations and
cash flows. See Item 2. “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Forward Looking Statements” in this
Quarterly Report on Form 10-Q.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On August 29, 2007, our Registration Statement on Form S-11 (File No. 333-139042), covering a public offering, which we refer to as the “Offering,” of
up to 2,000,000 common shares for $9.50 per share and up to 18,100,000 common shares at $10.00 per share, was declared effective under the Securities Act of
1933. Proceeds raised from the Offering were placed in an interest bearing escrow account until August 29, 2008 when we received and accepted subscriptions
for the minimum offering of 1,700,000 shares, as more fully described in the Registration Statement.

As of March 31, 2010, we had sold 1,878,500 shares of common stock in the Offering excluding shares purchased by our Sponsor and excluding vested
restricted stock grants issued to certain officers and directors, raising gross proceeds of $17,845,750. From this amount, we have incurred approximately
$5,159,000 in organization and offering costs (of which approximately $2,631,000 has been recorded in our financial statements). As of March 31, 2010, we
had net offering proceeds from the Offering of approximately $16,114,000 which includes shares purchased by our Sponsor and the vesting of restricted stock
grants and stock options issued to certain executive officers and directors. We have used the net offering proceeds to purchase our interests in eight properties,
two of which have been subsequently sold, and to originate three loans, (two of which we have obtained the underlying real estate which served as collateral for
the loans), to pay $594,000 in acquisition or origination fees, $216,953 in disposition fees, and $243,225 in asset management fees and to pay other operating
expenses and fees. For more information regarding how we used the net proceeds from our initial public offering to date (along with how we used cash from
operating activities) through March 31, 2010, see our condensed consolidated statements of cash flows included in this report.
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During the period covered by this Form 10-Q, we did not sell any equity securities that were not registered under the Securities Act of 1933, and we did not
repurchase any of our securities.

Item 3. Defaults Upon Senior Securities
None
Item 4. (Removed and Reserved)
Item 5. Other Information
None
Item 6. Exhibits
Exhibit 31.1: Certificate of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Exhibit 31.2: Certificate of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Exhibit 32.1: Certificate of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.2: Certificate of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

SHOPOFF PROPERTIES TRUST, INC.
(Registrant)

Date May 14, 2010 By: /s/ William A. Shopoff
William A. Shopoff
Chief Executive Officer
(Principal Executive Officer)

Date May 14, 2010 By: /s/ Kevin M. Bridges
Kevin M. Bridges
Chief Financial Officer,
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit 31.1: Certificate of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Exhibit 31.2: Certificate of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Exhibit 32.1: Certificate of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.2: Certificate of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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PROSPECTUS

Maximum Offering of 20,100,000 Shares of Common Stock
First 2,000,000 Shares Offered at $9.50/Share
Last 18,100,000 Shares Offered at $10.00/Share
Minimum Purchase: 2,000 Shares (In Most States)

Shopoft

PrOPERTIES TRUST

REAL ESTATE INVESTMENT TRUST

We are offering and selling to the public up to 20,100,000 shares of our common stock (such common stock is referred to in this
prospectus as the “shares” or the “share” as the context requires). The offering price is $9.50 per share until we have sold the
first 2,000,000 shares and then the offering price will increase to $10.00 per share until the remaining 18,100,000 shares are sold or until
the offering is terminated, whichever occurs first. The minimum purchase by any one investor is generally 2,000 shares, unless a different
minimum amount is required pursuant to applicable state securities laws. We are a newly formed Maryland corporation that intends to
qualify as a real estate investment trust, or REIT, for federal income tax purposes.

This investment involves a high degree of risk. You should purchase shares only if you can afford a complete loss of your
investment. You should carefully consider the information set forth in the “Risk Factors” section beginning on page 7 for a
discussion of material risk factors relevant to an investment in our common stock, including, but not limited to, the following:

*  Because we expect that the majority of the properties we acquire will not generate any operating cash flow, the timing and
amount of any dividends paid will be largely dependent upon the sale of acquired properties. Accordingly, it is uncertain as to
when, if ever, dividends will be paid.

*  Due to the risks involved in the ownership of real estate, there is no guarantee of any return on your investment in us and you
may lose money.

e No public market exists for our shares. Our shares cannot be readily sold, and if you are able to sell your shares, you may have
to sell them at a substantial discount.

*  We rely on Shopoff Advisors for our day-to-day operations and the selection of our investments. We pay substantial fees to
Shopoff Advisors for these services. Shopoff Advisors is an affiliate of ours and of our sponsor, The Shopoff Group, L.P., and
therefore, these fees were not determined on an arm’s-length basis. Shopoff Advisors is also subject to conflicts of interest due
to relationships its principals have with other programs sponsored by The Shopoff Group.

*  We are the first publicly-offered investment program sponsored by The Shopoff Group. You should not assume that the prior
performance of privately-held programs sponsored by The Shopoft Group is necessarily indicative of our future results.

*  Although we intend to qualify as a real estate investment trust for U.S. federal income tax purposes, we may fail to do so.

Public Offering Aggregate Less Selling Proceeds to Us
This Offering Price per Share Offering Price Commissions'" Before Expenses
Offering Price for First 2,000,000 shares sold . . ............ $ 9.50 $ 19,000,000 $0.00 $ 19,000,000
Offering Price for Last 18,100,000 shares sold. . . ... ........ $10.00 $181,000,000 $0.00 $181,000,000
TOTAL. . . . . $200,000,000 $0.00 $200,000,000

(1) There will be no selling commissions or other discounts associated with this offering. However, Shopoff Securities, Inc., our
broker-dealer in this offering, will receive a fixed monthly marketing fee of $100,000 from our sponsor, The Shopoff Group.

If the maximum offering is raised, we anticipate that we will invest at least 89.2% of the offering proceeds in real estate and real
estate-related investments after deducting acquisition and advisory fees and expenses and reserves for initial working capital. If the
minimum offering is raised, we anticipate that we will invest at least 80.0% of the offering proceeds in real estate and real estate-related
investments after deducting acquisition and advisory fees and expenses and reserves for initial working capital.

Neither the Securities and Exchange Commission, the Attorney General of the State of New York nor any other state
securities commission has approved or disapproved of these securities, passed on or endorsed the merits of this offering or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The use of forecasts in this offering is prohibited. Any representation to the contrary and any predictions, written or oral, as
to the amount or certainty of any present or future cash benefit or tax consequence which may flow from your investment in our
shares of common stock is prohibited.

All securities to be sold under this offering shall be offered by Shopoff Securities, Inc., which shall use its best efforts to sell the
maximum number of securities offered, or 20,100,000 shares. Shopoft Securities, Inc. may not complete a sale of our shares to you until
at least five business days after the date you receive a copy of the final prospectus. Shopoff Securities, Inc. must also send you a
confirmation of your purchase. Shopoff Securities, Inc. is an entity wholly owned by The Shopoff Revocable Trust dated August 12,
2004, which is a trust owned by William A. Shopoft, the President of The Shopoff Group, L.P., a Delaware limited partnership, and the
sponsor of this REIT.

We will sell shares until the earlier of August 29, 2010, or the date on which the maximum offering has been sold.

The date of this prospectus is April 29, 2010






INVESTOR SUITABILITY STANDARDS

An investment in Shopoff Properties Trust, Inc. involves significant risk. An investment in our common
stock is suitable only for persons who have adequate financial means and desire a relatively long-term invest-
ment with respect to which they do not anticipate any need for immediate liquidity.

In consideration of these factors, we have established suitability standards for all stockholders, including
subsequent transferees for value. These suitability standards require that a purchaser of shares have either:

* a minimum net worth (excluding your home, home furnishings and personal automobiles) of at least
$250,000; or

o a minimum annual gross income of at least $70,000 and a minimum net worth of at least $70,000.

Investors with investment discretion over assets of an employee benefit plan covered under the Employee
Retirement Income Security Act of 1974, as amended, or ERISA, should carefully review the information
entitled “ERISA Considerations.”

Some of the states in which we intend to sell have established suitability standards for individual inves-
tors and subsequent transferees that are more rigorous than those set by Shopoff Properties Trust, Inc. We
must adhere to those higher state standards when selling to investors in such states.

If you are an individual, including an individual beneficiary of a purchasing individual retirement
account, or IRA, or if you are a fiduciary, such as a trustee of a trust or corporate pension or profit sharing
plan, or other tax-exempt organization, or a custodian under a Uniform Gifts to Minors Account, you must
represent that you meet our investor suitability standards, as set forth in the Subscription Agreement attached
as Exhibit A to this prospectus, including the following:

Several states have established suitability standards different from those we have established. In these
states, shares will be sold only to investors who meet the special suitability standards set forth below:

California: Investors must have had during the last tax year, or estimate that the investor will have
during the current tax year, (1) a minimum net worth of $250,000 (exclusive of home, home furnishings, and
personal automobiles) together with a $65,000 minimum annual gross income; or (2) a minimum net worth of
$500,000 (exclusive of home, home furnishings, and personal automobiles) irrespective of annual gross
income, or , (3) a minimum net worth of $1,000,000 (inclusive of home, home furnishings, and personal
automobiles).

Iowa: Investors must have either: (1) a minimum net worth of $500,000 (exclusive of home, auto, and
furnishings), or (2) a minimum annual gross income of $100,000 and a net worth of $250,000 (exclusive of
home, auto, and furnishings). In addition, an investor’s maximum investment in us and our affiliates cannot
exceed 10% of an investor’s net worth.

Kentucky: Investors must have either: (1) a minimum annual gross income of $100,000 together with a
minimum liquid net worth of $500,000; or (2) a minimum liquid net worth alone of $1,000,000; and in nei-
ther case shall the investment exceed 10% of an investor’s liquid net worth.

Minnesota: Because this offering is not registered in Minnesota you must qualify for this investment
based on the following higher suitability standards for subscribers residing in Minnesota: Investors must have
an individual income in excess of $200,000 in each of the two most recent years or joint income with that
person’s spouse in excess of $300,000 in each of those years and a reasonable expectation of reaching the
same income level in the current year; or a minimum individual net worth, or joint net worth with that per-
son’s spouse, at the time of purchase, exceeds $1,000,000. Alternatively, Minnesota investors may be
“institutional investors” as defined in Sec. 80A.46 (13) (A) and related sections of the Minnesota Securities
Act and rules, regulations and releases promulgated thereunder.

North Carolina: Investors must have either: (1) a minimum net worth of at least $300,000; or (2) a
minimum annual gross income of at least $100,000 and a net worth of at least $100,000.



Oklahoma: Individual income in excess of $200,000 in each of the two most recent years or joint
income with that person’s spouse in excess of $300,000 in each of those years and a reasonable expectation of
reaching the same income level in the current year, or a minimum individual net worth, or joint net worth
with that person’s spouse, at the time of purchase of $1,000,000.

Oregon: Natural investors who purchase stock pursuant to Oregon Registration Number 2007-324 after
August 29, 2008, rather than pursuant to an exemption from registration provided by Oregon law, must have
either: (1) a minimum net worth of $500,000 (exclusive of home, auto, and furnishings), or (2) a minimum
annual gross income of $100,000 and a net worth of $250,000 (exclusive of home, auto, and furnishings). In
addition, a natural investor’s maximum investment in us and our affiliates cannot exceed 10% of the investor’s
net worth.

Texas: Investors must have an individual income in excess of $200,000 in each of the two most recent
years or joint income with that person’s spouse in excess of $300,000 in each of those years and a reasonable
expectation of reaching the same income level in the current year, or a minimum individual net worth, or joint
net worth with that person’s spouse, at the time of purchase of $1,000,000.

We will not permit transfers of less than the minimum required purchase. Only in very limited circum-
stances, such as a division between an IRA and an individual investment, may you sell, transfer, fractionalize
or subdivide your shares so as to retain less than the minimum number of our shares. For purposes of satisfy-
ing the minimum investment requirement for retirement plans, unless otherwise prohibited by state law, a
husband and wife may jointly contribute funds from their separate IRAs provided that each such contribution
is made in increments of at least 100 shares. However, your investment in us will not, in itself, create a
retirement plan for you and, in order to create a retirement plan, you must comply with all applicable provi-
sions of the federal income tax laws. After you have purchased the minimum investment, any additional
investments must be made in increments of at least 100 shares.

Ensuring Our Suitability Standards Are Adhered To

In order to assure adherence to the suitability standards described above, requisite suitability standards
must be met as set forth in the Subscription Agreement, including the Subscription Agreement Signature Page.
We and each person selling common stock on our behalf are required to (1) make reasonable efforts to assure
that each person purchasing our common stock is suitable in light of the person’s age, educational level,
knowledge of investments, financial means and other pertinent factors and (2) maintain records for at least
six years of the information used to determine that an investment in our common stock is suitable and appro-
priate for each investor. Our agreement with our broker-dealer, Shopoff Securities, requires it to (a) make
inquiries diligently as required by law of all prospective investors in order to ascertain whether an investment
in us is suitable for the investor and (b) transmit promptly to us all fully completed and duly executed Sub-
scription Agreements.

In making the determination that an investment in our stock is suitable for you, your participating broker-
dealer, authorized representative or other person selling shares on our behalf will consider, based on a review
of the information provided by you, whether you have an apparent understanding of:

o the fundamental risks of an investment in our common stock;
e the risk that you may lose your entire investment;

e the lack of liquidity of our common stock;

. the restrictions on transferability of our common stock;

e the background and qualifications of our advisor; and

e the tax consequences of an investment in our common stock.

In addition, by signing the Subscription Agreement Signature Page, you represent and warrant to us that
you have received a copy of this prospectus, that you meet the net worth and annual gross income require-
ments described above and, if applicable, that you will comply with requirements of California law
summarized in the Subscription Agreement attached as Exhibit A with respect to resale of our shares of com-
mon stock. These representations and warranties help us to ensure that you are fully informed about an
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investment in us and that we adhere to our suitability standards. In the event you or another stockholder or a
regulatory authority attempted to hold us liable because stockholders did not receive copies of this prospectus
or because we failed to adhere to each state’s investor suitability requirements, we will assert these representa-
tions and warranties made by you in any proceeding in which such potential liability is disputed in an attempt
to avoid any such liability. By making these representations, you will not waive any rights that you may have
under federal or state securities laws.

Escrow Account

Subscription proceeds will be placed in an interest-bearing account with the escrow agent, Wells Fargo
Bank, N.A., until subscriptions for the shares are deemed to be in good order by the broker-dealer, upon
which the subscription proceeds will be transferred from the escrow account into our operating account.

Subscription proceeds held in the escrow account will be invested in obligations of, or obligations guar-
anteed by, the United States government or bank money-market accounts or certificates of deposit of national
or state banks that have deposits insured by the Federal Deposit Insurance Corporation, including certificates
of deposit of any bank acting as depository or custodian for any such funds, as directed by Shopoff Advisors.
This will occur from the time the investment is deposited with the escrow agent until you are accepted by us
as a stockholder. Subscribers may not otherwise withdraw funds from the escrow account.
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QUESTIONS AND ANSWERS ABOUT THIS OFFERING

The following questions and answers about this offering highlight material information that is not other-

wise addressed in the “Prospectus Summary’ section of this prospectus. You should read this entire
prospectus, including the section entitled ““Risk Factors,” before deciding to purchase any of our shares of
common stock offered by this prospectus.

Q:
A:

What is a real estate investment trust, or REIT?

In general, a REIT is a company that:
e combines the capital of many investors to acquire or provide financing for real estate;
e pays annual dividends to investors of at least 90% of its taxable income;

e avoids the “double taxation” treatment of income that would normally result from investments in a
corporation because a REIT is generally not subject to federal corporate income taxes on its net
income that it distributes, provided certain income tax requirements are satisfied; and

e allows individual investors to invest in a large-scale real estate portfolio through the purchase of
interests, typically shares, in the REIT.

What is Shopoff Properties Trust, Inc.?

Shopoff Properties Trust, Inc., a Maryland corporation formed on November 16, 2006, has not yet quali-
fied as a REIT for federal income tax purposes, but intends to do so for the full taxable year in 2011.
Our primary focus will be to acquire undeveloped real estate assets for which we will obtain entitlements
and hold such assets as long term investments for eventual sale. Our headquarters are located at

8951 Research Drive, Irvine, California 92618. Our telephone number is (877) TSG-REIT. Our web

site is www.shopoff.com.

What is The Shopoff Group, L.P.?

The Shopoff Group, L.P., a Delaware limited partnership formed on July 21, 2004, is the sponsor of the
REIT. As sponsor, The Shopoff Group is instrumental in organizing the REIT and in participating in its

management, primarily through its affiliate, Shopoff Advisors, L.P. William A. Shopoff, our Chairman of
the Board, Chief Executive Officer and President, is also the President of The Shopoff Group.

What is Shopoff Advisors, L.P.?

Shopoff Advisors, L.P., a Delaware limited partnership formed on November 17, 2006, is our advisor
and, as such, makes investment recommendations and supervises and manages our day-to-day operations,
subject to oversight by our board of directors. Shopoff Advisors will also provide marketing, sales and
client services on our behalf. Shopoff Advisors is an affiliate of our sponsor, The Shopoff Group. Shopoff
Adpvisors is located at 8951 Research Drive, Irvine, California 92618. The telephone number for Shopoff
Advisors is (877) TSG-REIT.

What is Shopoff Securities, Inc.?

Shopoff Securities, Inc., a Delaware corporation formed on September 14, 2006, is our broker-dealer for
this offering. The Shopoff Revocable Trust dated August 12, 2004, owned by William A. Shopoff, is the
sole stockholder of Shopoff Securities.

What kind of offering is this?

Through our broker-dealer, we are offering the first 2,000,000 shares of our common stock at an offering
price of $9.50. Once 2,000,000 shares are sold, the offering price will increase to $10.00 per share until
the remaining 18,100,000 shares of common stock are sold or the offering is terminated, whichever
occurs first. This offering is being made on a “best efforts™ basis.
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How does a “best efforts” offering work?

When shares are offered to the public on a “best efforts’ basis, the broker(s) — dealer(s) participating in
the offering are only required to use their best efforts to sell the shares and have no firm commitment or
obligation to purchase any shares. Although we have sold the minimum number of shares required to
continue the offering, we cannot guarantee that any minimum number of additional shares will be sold.

What will you do with the money raised in this offering?

We will use your investment proceeds to purchase undeveloped real estate, partially improved and
improved residential and commercial properties, and real estate-related investments. We may also use
some net proceeds from this offering to retire existing debt that we may assume when acquiring proper-
ties and to pay the fees and expenses due to Shopoff Advisors, Shopoff Securities, and their affiliates, as
applicable. Real estate-related investments include, but are not limited to, (i) first mortgages, second
mortgages or mezzanine loans, which we refer to collectively in this prospectus as mortgage loans
(secured directly or indirectly by the same types of properties we may acquire directly), and (ii) preferred
equity investments in corporations, partnerships or limited liability companies that own the same types of
properties that we may acquire directly. We intend to have available for investment approximately 87.7%
of the offering proceeds with which we will acquire undeveloped real estate, partially improved and
improved residential and commercial properties, and real estate-related investments, and pay the fees and
expenses of this offering and acquisition expenses and establish a reserve for working capital at the
minimum offering level. Proceeds of this offering not invested in real estate and real estate-related invest-
ments, will be invested in short-term, highly liquid or other authorized investments. Such short-term
investments will not earn significant returns, and we cannot guarantee how long it will take to fully
invest the proceeds in real estate and real estate-related investments.”

Do you currently own any real estate or any real estate-related investments?

Yes. A description of our real estate and real estate-related investments is contained in this prospectus
beginning on page 44.

Who will select our real estate and real estate-related investments?

Our advisor has an investment committee consisting of four directors and/or officers who have had at
least ten years of experience in the real estate investment industry. They will have primary responsibility
for selecting our real estate and real estate-related investments. Once selected, the investments must be
approved by a majority of our board of directors, including a majority of the independent directors, as
being fair and reasonable to us and consistent with our investment objectives. If the board approves a
given acquisition, Shopoff Advisors will be directed to acquire the property on our behalf, if such acqui-
sition can be completed on terms approved by the board of directors.

Properties may be acquired from affiliates of Shopoff Advisors, provided that a majority of our board of
directors, including a majority of the independent directors not otherwise interested in the transaction,
approves the transaction as being fair and reasonable to us and at a price to us no greater than the cost of
the property to the affiliate, unless substantial justification exists for a price in excess of the cost to the
affiliate and the excess is reasonable.

Who might benefit from an investment in our shares?

An investment in our shares may be beneficial for you if you meet the minimum suitability standards
described in this prospectus in the state in which you reside and if you seek to diversify your personal
portfolio with a finite — life, real estate — based investment, seek to preserve capital, seek the benefits of
capital appreciation from real property and improvements to real property, and can hold your investment
for a time period consistent with our liquidity strategy. On the other hand, we caution persons who
require immediate liquidity or guaranteed income, or who seek a short-term investment, that an invest-
ment in our shares will not meet those needs.
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What are the risks involved in an investment in our shares?

An investment in our common stock is subject to significant risks. The following are some of the most
significant risks relating to your investment:

e Because we expect that the majority of the properties we acquire will not generate any operating
cash flow, the timing and amount of any dividends paid will be largely dependent upon the sale of
acquired properties. Accordingly, it is uncertain as to when, if ever, dividends will be paid.

*  Due to risks involved in the ownership of real estate, there is no guarantee of any return on your
investment in us and you may lose some or all of your money.

e There is no public trading market for our shares on a stock exchange. Our shares cannot be readily
sold and, if you are able to sell your shares, you may have to sell them at a substantial discount.

e Neither we nor Shopoff Advisors have an operating history. Therefore, we may not be able to suc-
cessfully and profitably operate our business. You will not have the opportunity to review the assets
we acquire or the other investments we make with the proceeds from this offering in advance of the
acquisition or investment being made.

e We will rely on Shopoff Advisors to manage our day-to-day operations and the selection of our
investments. We will pay substantial fees to Shopoff Advisors for these services, some of which will
be paid regardless of the quality or performance of the investments acquired or services provided to
us. These fees were not determined on an arm’s-length basis.

. The executive officers of Shopoff Advisors, who also serve as our officers and directors, will have to
allocate their time between us and other real estate programs and activities in which they are or will
be involved.

e We will compete with affiliates of Shopoff Advisors for investment opportunities. Shopoft Advisors
may face conflicts of interest in allocating investment opportunities between us and these other
programs.

*  We are the first publicly-offered investment program sponsored or advised by The Shopoff Group,
Shopoft Advisors or their affiliates. The prior programs and investments sponsored by The Shopoff
Group were conducted through privately-held entities. You should not assume that the prior perfor-
mance of these programs is necessarily indicative of our future performance for any reason.

e Investors in this offering who purchase a portion of the 2,000,000 shares offered at $9.50 per share
experience immediate dilution as a result of the grant of restricted stock to our directors and execu-
tive officers once the minimum offering amount was sold. Investors in this offering who purchase a
portion of the remaining 18,100,000 shares at $10.00 per share may experience dilution if the value
of our net assets is less than $10.00 at the time of their respective purchases.

e Real estate investments are subject to numerous risks, including changes in general economic condi-
tions, local market conditions, supply or demand of competing properties in a market area, operating
costs, interest rates, or tax, real estate, environmental or zoning laws and regulations.

e If we are unable to acquire suitable investments or locate suitable investments in a timely manner,
our ability to meet our investment objectives and pay dividends (if any) will be impacted.

o This offering is being made on a “‘best efforts” basis, whereby our broker-dealer, who will sell our
shares in this offering, is only required to use its best efforts to sell our shares and has no firm
commitment or obligation to purchase any of the shares. As a result, we cannot assure you as to the
amount of proceeds that will be raised in this offering.

e As of the date of this prospectus we are not qualified as a REIT. We intend to elect REIT status for
the taxable year ending December 31, 2011. If we fail to qualify as, or lose our tax status as, a
REIT, we will be subject to increased taxes which will reduce the amount of cash we have available
to pay dividends, if any, to our stockholders.



e Terrorist attacks and other acts of violence or war may affect the markets in which we will operate,
our operations and our profitability.

*  We may borrow money and secure such borrowings with our real estate investments which will put
us at risk of losing the assets should we be unable to make debt service payments.

o In order to maintain our status as a REIT, we may incur debt, issue securities and/or sell assets to
pay the required dividends to our stockholders.

Before you invest in our shares, you should review the “Risk Factors” section beginning on page 7
of this prospectus.

Q: What are the fees and expense reimbursements you will pay to Shopoff Advisors and Shopoff
Securities?

A: Shopoff Advisors and some of our other affiliates will receive substantial compensation and fees for
services relating to the investment and management of our assets. Shopoff Securities will not receive any
selling commissions, but it will receive a fixed monthly marketing fee from our sponsor and reimburse-
ments from us for expenses incurred in connection with the offering. The most significant items of
compensation are included in the following table:

ORGANIZATION AND OFFERING STAGE

Type of Compensation/Recipient Method of Compensation Estimated Maximum Amount™®

Marketing Fee/Shopoff Securities Fixed fee of $100,000 per 3,600,000
month® paid by The Shopoff
Group directly to Shopoft Securi-
ties (not from the proceeds of this
offering) to cover administrative
costs, such as employee salaries
and other employee-related
expenses, the office lease, com-
puter and technology, insurance
and office supplies.

Reimbursement of Organization Reimbursement of actual $5,750,000
and Offering Expenses/Shopoff expenses is allowable up to
Advisors, Shopoff Securities, 12.3% of gross offering proceeds
and The Shopoff Group at the minimum offering amount;

however, we expect actual
expenses to be approximately
2.88% of gross offering proceeds,
or $5,750,000, if we raise the
maximum amount pursuant to
this offering.
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ACQUISITION STAGE

Type of Compensation/Recipient Method of Compensation Estimated Maximum Amount
Acquisition and Advisory 3% of (i) the contract purchase $5,827,500
Fees/Shopoff Advisors price of the underlying property,

for any real estate asset acquired
by us directly or indirectly other
than a real estate-related invest-
ment, and (ii) the contract
purchase price of the underlying
property, for any real estate-
related investment acquired by us
directly or indirectly. We will not
pay acquisition and advisory fees
in connection with any temporary

investments.
Reimbursement of Acquisition Reimbursement of actual Not determinable at this time.
Expenses/Shopoft Advisors and expenses incurred on an on-going
Third Parties basis.”
Debt Financing Fee/Shopoff 1% of the amount available under ~ Actual amounts are dependent
Advisors any loan or line of credit made upon the amount of any debt

available to us. Shopoff Advisors financed and, therefore, cannot be
will pay some or all of the fees determined at the present time.

to third parties with whom it

subcontracts to coordinate financ-

ing for us.®

ey

@

3

For purposes of this calculation, we have assumed that no debt financing is used to acquire properties or
other investments. However, it is our intent to leverage our investments with debt. Therefore, this amount
is dependent upon the value of our properties as financed and cannot be determined at the present time.
For illustrative purposes, assuming we use debt financing in connection with the acquisition of our prop-
erties or other investments and further assuming no reinvestments with the proceeds of any sales of
investments were made, we could make investments with an aggregate contract price of approximately
$400,000,000, less applicable fees, expenses, and reserves for working capital, if the maximum offering is
sold. In such a case, acquisition and advisory fees could be approximately $12,000,000 (3% of
$400,000,000); acquisition expenses could be approximately $2,000,000 (.5% of $400,000,000); and debt
financing fees could be approximately $4,000,000 (1% of $400,000,000). (See ““‘Estimated Use of
Proceeds of this Offering” for more information.)

We are not receiving a selling commission in connection with the offering. However, at the completion of
the offering and in the sole and absolute discretion of The Shopoff Group, a marketing fee is payable
from The Shopoft Group to our broker-dealer to assist our broker-dealer in discharging its obligations
under the Broker-Dealer Agreement and to cover administrative and operational costs. The monthly
marketing fee of $100,000 is estimated based on the anticipated three-year term of the offering and is
non-refundable to The Shopoff Group. Payment of the marketing fee from The Shopoff Group to our
broker-dealer may also be withheld to the extent that such fee would result in our broker-dealer receiving
total underwriting compensation in excess of that which is permitted under the rules of FINRA.

This amount includes customary third-party acquisition expenses, such as legal fees and expenses, costs
of appraisal, accounting fees and expenses, title insurance premiums and other closing costs and miscella-
neous expenses relating to the acquisition of real estate. We estimate that the third-party costs would
average .5% of the contract purchase price of property acquisitions, but the amount of the acquisition
expenses is not limited to any specific amount. (See “Estimated Use of Proceeds of this Offering” for
more information.)
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(4) In the event that the 1% debt financing fee does not cover all loan or letter of credit fees payable,
Shopoff Advisors may seek the approval of our independent directors for reimbursement of amounts due
in excess of 1%. In determining whether to pay such excess amount, our independent directors will
consider, among other things, (i) the difficulty of the loan transaction by comparison with industry stan-
dards, (ii) any extraordinary work undertaken in order to complete the loan process, (iii) the number of
lenders involved in the transaction, (iv) variations in the fee structures among different market areas,

(v) changes in market conditions which result in substantial increases in the standard fees charged.

Type of Compensation/Recipient

OPERATING STAGE

Method of Compensation

Estimated Maximum Amount

Asset Management Fee/Shopoff
Advisors

Property Management Fees/Shopoff

Management, Inc.®

Leasing Fees/Shopoff Management,

Inc.

A monthly payment of one-
twelfth of 2% of (i) the aggregate
asset value for operating assets
(1) and (ii) the total contract
price plus capitalized entitlement
and project related costs for real
estate assets held for less than or
equal to one year by us directly
or indirectly as of the last day of
the preceding month other than a
real estate-related investment and
(iii) the appraised value for real
estate assets held for greater than
one year by us directly or indi-
rectly as of the last day of the
preceding month other than a real
estate-related investment and

(iv) the appraised value of the
underlying property, for any real
estate-related investment held by
us directly or indirectly as of the
last day of the preceding month,
in the case of subsection (iv) not
to exceed one-twelfth of 2% of
the funds advanced by us for the
purchase of the real estate-related
investment.

3% of gross revenues of the
property.

Leasing commissions based upon
the customary leasing commis-
sion applicable to the geographic
location of the property. Such
fees generally range between 4%
to 6% of the gross rental income
of the negotiated lease.
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Actual amounts are dependent
upon the purchase price, cost of
capital improvements and sales
price of specific properties and,
therefore, cannot be determined at
the present time.

Actual amounts to be paid depend
upon the gross revenues of the
properties and, therefore, cannot be
determined at the present time.

Actual amounts to be paid depend
upon the negotiated lease rates
and, therefore, cannot be deter-
mined at this time.



Type of Compensation/Recipient

Method of Compensation

Estimated Maximum Amount

Construction Fee/The Shopoff
Group

Subordinated Participation in
Distributable Cash (Payable at
any time during the Operations
and Disposition/Liquidation
Stages and only if our shares are
not listed on a national securities
exchange)

Paid in an amount that is usual
and customary for comparable
services rendered to similar
projects in the geographic loca-
tion of the project; typically, 3%
of total project value paid
monthly over project life; pro-
vided, however, that no Asset
Management Fee will be paid
during the time the Construction
Fee is being paid.

50% of remaining amounts of
Distributable Cash after return of
capital plus payment to stock-
holders of a 10% annual,
cumulative, non-compounded
return on capital.

Not determinable at this time.

Actual amounts are dependent
upon the amount of Distributable
Cash, debt for borrowed money
and aggregate book value of our
assets and, therefore, cannot be
determined at the present time.

(1) Operating assets are properties that are income producing or in a leased state to be considered income

producing.

(2) Shopoff Management, Inc., a Delaware corporation wholly owned by The Shopoff Revocable Trust dated
August 12, 2004, will serve as property manager for any income-producing properties we acquire. For
additional information on Shopoff Management, please see ‘“‘Prospectus Summary — Our Structure.”

DISPOSITION/ LIQUIDATION STAGE

Type of Compensation / Recipient

Method of Compensation

Estimated Maximum Amount

Disposition Fee"’/Shopoff Advisors

(1) in the case of the sale of any
real estate asset other than real
estate-related investments, the
lesser of: (a) one-half of the
competitive real estate commis-
sion paid up to 3% of the
contract sales price (such amount,
when added to the sums paid to
unaffiliated parties, shall not
exceed the lesser of the competi-
tive real estate commission or 6%
of the contracted sales price) or,
if none is paid, the amount that
customarily would be paid, or

(b) 3% of the contract purchase
price of each property sold, and
(i) in the case of the sale of any
real estate-related investments,
3% of the sales price of such real
estate-related investments.

Actual amounts are dependent
upon the purchase price, cost of
capital improvements and sales
price of specific properties and,
therefore, cannot be determined at
the present time.

Shopoff Advisors has a subordinated participation interest in the profits of Shopoff Partners (2) pursuant to
which Shopoff Advisors will receive cash distributions from Shopoff Partners under the circumstances

described below.
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Type of Compensation / Recipient

Method of Compensation

Estimated Maximum Amount

Subordinated Participation in
Distributable Cash (Payable at
any time during the Operations
and Disposition/Liquidation
Stages and only if our shares are
not listed on a national securities
exchange)

Subordinated Incentive Listing Fee
(Payable only if shares are listed
on a national securities
exchange)

Subordinated Performance Fee
(Payable only if the Subordi-
nated Incentive Listing Fee is
not paid and/or Subordinated
Participation in Distributable
Cash is not paid)

50% of remaining amounts of
Distributable Cash after return of
capital plus payment to stock-
holders of a 10% annual,
cumulative, non-compounded
return on capital.

50% of the amount by which the
market value of our common
stock exceeds the aggregate
capital contributed by stockhold-
ers plus payment to stockholders
of a 10% annual, cumulative,
non-compounded return on
capital.

Upon termination of the advisory
agreement between us and
Shopoff Advisors, a performance
fee of 50% of the amount by
which the greater of the market
value of our outstanding common
stock or real estate at the time of
termination, plus total distribu-
tions paid to our stockholders,
exceeds the aggregate capital
contributed by stockholders plus
payment to investors of a 10%
annual, cumulative, non-
compounded return on capital.

Actual amounts are dependent
upon the amount of Distributable
Cash, debt for borrowed money
and aggregate book value of our
assets and, therefore, cannot be
determined at the present time.

Actual amounts are dependent
upon the market value of our
outstanding common stock at a
later date and, therefore, cannot be
determined at the present time.
Upon listing, the market value of
our outstanding common stock will
be measured by taking the average
closing price or average of bid and
asked price, as the case may be,
over a period of 30 days during
which the common stock is traded,
with such period beginning at least
12 months after the date of listing.

Actual amounts are dependent
upon the market value of our
outstanding common stock or the
net appraised value of our asset at
a later date and, therefore, cannot
be determined at the present time.
Upon listing, the market value of
our outstanding common stock will
be measured by taking the average
closing price or average of bid and
asked price, as the case may be,
over a period of 30 days during
which the common stock is traded,
with such period beginning at least
12 months after the date of listing.

(1) Payable only if Shopoff Advisors provides a substantial amount of services, as determined by our inde-
pendent directors, in connection with selling one or more assets and subject to certain conditions.

(2) Shopoff Partners is an operating partnership through which we intend to own substantially all of our
assets and to conduct our operations. For additional information on Shopoff Partners, please see
“Prospectus Summary — Our Structure.”

In the event we acquire a real estate asset or a real estate-related investment through a joint venture with
a third party or an affiliate, the fees specified in the table above would apply to the transaction. However,
payment of any acquisition and advisory fees and asset management fees owed to Shopoff Advisors by us
would be limited to the pro rata portion of our ownership interest in the joint venture, unless a majority of our
independent directors who are not otherwise interested in the transaction approve payment of the full amount
of the acquisition and advisory fees and asset management fees as in our best interests.
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There are many additional conditions and restrictions on the amount of compensation and reimbursements
Shopoff Advisors, Shopoff Securities, and affiliated entities may receive. For a more detailed explanation of
the fees, expenses, and reimbursements payable to Shopoff Advisors and Shopoff Securities, please see the
“Management Compensation” section of this prospectus.

With the exception of any shares issued under our 2007 equity incentive plan, we do not intend to pay
our affiliates in shares of our common stock or units of limited partnership interests in our operating partner-
ship for the services they provide to us, but we reserve the right to do so if our board of directors, including a
majority of our independent directors, determines that it is prudent to do so under the circumstances.

Q: What conflicts of interest exist between you and Shopoff Advisors and its affiliates?

A: Shopoff Advisors, as our advisor, will experience conflicts of interest in connection with the management
of our business affairs including the operation of approximately 19 other real estate programs in which
The Shopoff Group and our executive officers are involved. These conflicts include the following:

o The executive officers of Shopoft Advisors, who also serve as our officers and directors, will have to
allocate their time between us and other real estate programs and activities in which they are or will
be involved;

e The executive officers of Shopoff Advisors must determine how to allocate investment opportunities
between us and other real estate programs of The Shopoff Group;

e Shopoff Advisors may compete with other programs of The Shopoff Group in selling similar proper-
ties at the same time; and

e Shopoff Advisors and some of our affiliates will receive fees in connection with transactions involv-
ing the purchase, management and sale of our real estate and real estate-related investments
regardless of the quality or performance of the investments acquired or the services provided to us.

e The Shopoff Advisors advisory agreement, the fees payable under the advisory agreement and distri-
butions payable to Shopoft Advisors under the Shopoff Partners partnership agreement were not
determined on an arm’s-length basis and therefore may not be on the same terms as those we could
negotiate with a third-party.

See the “Conflicts of Interest” section of this prospectus for a detailed discussion of the various conflicts
of interest relating to your investment, as well as the procedures that we have established to resolve a number
of these potential conflicts.

Q: If I buy shares, will I receive dividends and how often?

A: Because we expect that the majority of the properties we acquire will not generate any operating cash
flow, the timing and amount of any dividends paid will be largely dependent upon the sale of acquired
properties. Accordingly, it is uncertain as to when, if ever, dividends will be paid.

Q: May I reinvest my dividends?

A: In the future, we may establish a dividend reinvestment plan, but there is no such plan in place at this
time. Accordingly, there is no automatic mechanism pursuant to which our stockholders may reinvest
their dividends.

Q: How long will this offering last?

A: The offering will not last beyond August 29, 2010 (which is 3 years after the effective date of the pro-
spectus). We reserve the right to terminate this offering at any time.

Q: Who can buy shares?

A: Generally, you can buy shares pursuant to this prospectus provided that you have either: (1) a net worth
of at least $70,000 and an annual gross income of at least $70,000, or (2) a net worth of at least
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$250,000. For this purpose, net worth does not include your home, home furnishings or personal automo-
biles. However, these minimum levels are higher in certain states, so you should carefully read the more
detailed description in the “Investor Suitability Standards’ section of this prospectus.

Is there any minimum investment required?

Yes. Generally, you must initially purchase at least 2,000 shares, which equals a minimum investment of
at least $19,000 if the shares are purchased at $9.50 per share, or $20,000 if the shares are purchased at
$10.00 per share. The minimum investment levels may be different in certain states, so you should care-
fully read the more detailed description of the minimum investment requirements appearing in the
“Investor Suitability Standards™ section of this prospectus. Subject to restrictions imposed by state law,
once an investor has purchased shares meeting the minimum investment, that investor may make addi-
tional purchases in increments of at least 100 shares.

How do I subscribe for shares?

If you choose to purchase shares in this offering, you will need to contact our broker-dealer, Shopoft
Securities, and complete a Subscription Agreement, like the one attached to this prospectus as Exhibit A,
and pay for the shares you wish to purchase at the time you subscribe.

If T buy shares in this offering, how may I later sell them?

At the time you purchase the shares, they will not be listed for trading on any national securities
exchange or over-the-counter market. As a result, if you wish to sell your shares, you may not be able to
do so promptly or at all, or you may only be able to sell them at a substantial discount from the price
you paid. In general, however, you may sell your shares to any buyer that meets the applicable suitability
standards unless such sale would cause the buyer to own more than 9.8% of our outstanding shares. See
the “Investor Suitability Standards” and “Description of Capital Stock — Restrictions on Ownership and
Transfer” sections of this prospectus for additional information.

Will I be notified of how my investment is doing?

Yes. You will receive periodic updates on the performance of your investment with us, including:
e A detailed quarterly report after the end of each of the first three fiscal quarters of the year;
o An annual report after the end of each year; and

e An annual IRS Form 1099 after the end of each year.

When will I get my detailed tax information?

Your Form 1099 tax information will be placed in the mail by January 31 of each year.

Who can help answer my questions?

For questions about the offering or to obtain additional copies of this prospectus, contact our
broker-dealer:

Shopoff Securities, Inc.
8951 Research Drive
Irvine, California 92618
(877) TSG-REIT

For questions regarding our assets and operations, contact us at:
Investor Relations
Shopoff Properties Trust, Inc.
8951 Research Drive
Irvine, California 92618
(877) TSG-REIT

e-mail: info@shopoff.com
www.shopoffpropertiestrust.com
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of the federal securities laws
which are intended to be covered by the safe harbors created by those laws. Historical results and trends
should not be taken as indicative of future operations. Forward-looking statements, which are based on certain
assumptions and describe future plans, strategies and expectations of us, are generally identifiable by use of
the words “‘believe,” “expect,” “intend,” “‘anticipate,” “‘estimate,” “‘project,” ‘““prospects,” or similar expres-
sions. Our ability to predict results or the actual effect of future plans or strategies is inherently uncertain.
Factors which could have a material adverse effect on our operations and future prospects on a consolidated
basis include, but are not limited to: changes in economic conditions generally and the real estate market
specifically; legislative/ regulatory changes, including changes to laws governing the taxation of REITs; avail-
ability of capital; interest rates; our ability to service our debt; competition; supply and demand for
undeveloped land and other real estate in our proposed market areas; the prospect of a continuing relationship
with Shopoff Advisors; changes in accounting principles generally accepted in the United States of America;
and policies and guidelines applicable to REITs. These risks and uncertainties should be considered in evaluat-
ing forward-looking statements and undue reliance should not be placed on such statements. Although we
believe the assumptions underlying the forward-looking statements, and the forward-looking statements them-
selves, are reasonable, any of the assumptions could be inaccurate and, therefore, there can be no assurance
that these forward-looking statements will prove to be accurate. In light of the significant uncertainties inher-
ent in these forward-looking statements, such information should not be regarded as a representation by us or
any other person that any of our objectives and plans, which we consider to be reasonable, will be achieved.
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PROSPECTUS SUMMARY

This prospectus summary highlights selected information contained elsewhere in this prospectus that is
not otherwise addressed in the “Questions and Answers about this Offering” section of this prospectus. It is
not complete and does not contain all of the information that is important to your decision whether to invest
in shares of our common stock. To understand this offering fully, you should read the entire prospectus care-
fully, including the “‘Risk Factors” section.

Status of the Offering

We commenced our ongoing public offering of 20,100,000 shares of common stock on August 29, 2007.
As of December 31, 2009, we sold 1,856,000 shares for aggregate gross offering proceeds of approximately
$17,632,000 excluding shares purchased by our sponsor and excluding shares of vested restricted stock issued
to our directors and executive officers. As of December 31, 2009 we had received but not yet accepted sub-
scriptions for an additional 6,300 shares for aggregate gross offering proceeds of approximately $59,850. The
number of shares remaining to be sold is 144,000 shares at $9.50 and 18,100,000 shares at $10.00. We will
sell shares until the close of the offering on August 29, 2010, or until the maximum offering has been sold.

Shopoff Properties Trust, Inc.

Our initial primary focus was to acquire undeveloped real estate assets for which we will obtain entitle-
ments and hold such assets as long term investments for eventual sale. “‘Entitlements” is an all inclusive term
used to describe the various components of our value added business plan. We will undertake various func-
tions to enhance the value of our land holdings, including land planning and design, engineering and
processing of tentative tract maps and obtaining required environmental approvals. All of these initial entitle-
ments are discretionary actions as approved by the local governing jurisdictions. The subsequent entitlement
process involves obtaining federal, state, or local biological and natural resource permits if applicable. Federal
and state agencies may include the U.S. Army Corps of Engineers, the U.S. Fish and Wildlife Service, state
wildlife, or others as required. By obtaining these approvals or entitlements, the firm can remove impediments
for development for future owners and developers of the projects. It is through this systematic process that we
believe that we can realize profits for our investors by enhancing asset values of our real estate holdings. The
majority of the property acquired will be located primarily in the States of California, Nevada, Arizona,
Hawaii and Texas. If market conditions dictate and if approved by our board of directors, we may invest in
properties located outside of these states. On a limited basis, we may acquire interests in partially improved
and improved residential and commercial properties, income producing properties, and ownership interests in
firms engaged in real estate activities or whose assets consist of significant real estate holdings, provided these
investments meet our overall investment objectives.

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. The
current real estate market has generated a supply of real estate projects that are all partially or completely
developed versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value
of real property through redesign and engineering refinements and removes much of the entitlement risk that
we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the peaks of
2005 — 2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more
assets than previously contemplated.

Our Sponsor

Our sponsor, The Shopoff Group L.P., is wholly owned by The Shopoff Revocable Trust dated August 12,
2004, and is involved in the acquisition, management and disposition of real estate investments. The firm
employs a staff of 17 people, including real estate project managers, with significant experience in our
approach to accomplishing the execution of our business plan. The firm has considerable experience in evalu-
ating and managing real estate projects similar to those we contemplate acquiring for Shopoff Properties Trust.
See ““Prior Performance Summary.”




Our Adyvisor

In addition to making investment recommendations and supervising and managing our day-to-day opera-
tions, subject to oversight by our board of directors, Shopoff Advisors will also provide marketing, sales and
client services on our behalf. The sole limited partner of Shopoff Advisors is Shopoff Investors, L.P. The
general partner of Shopoff Advisors is The Shopoff Corporation, an S-corporation whose sole stockholder is
The Shopoff Revocable Trust dated August 12, 2004. Shopoff Advisors, through the employees of The Shopoff
Group, will create a business plan for each asset that we propose to acquire. This plan will focus on the
methodology to create maximum value from each property being acquired. The professionals at The Shopoft
Group will focus on potential land uses for the subject property. This requires a comprehensive knowledge of
various product types and their relative values. After a careful consideration of the highest and best use of the
property our team will work with local planning officials and elected officials to affect a plan to obtain the
requisite approvals desired.

Our team has expertise in numerous facets of the business and is experienced in many different political
subdivisions. We understand the nuances within each jurisdiction required to accomplish our goals and objec-
tives. This provides a higher level of certainty in accomplishing the underlying business plan. Once the
primary objectives of the business plan have been accomplished, Shopoff Advisors will determine the optimal
manner and timing to dispose of the property in order to maximize shareholder value.

References in this prospectus to “affiliates of Shopoff Advisors™ include The Shopoff Group and each
other affiliate of Shopoff Advisors.

Our Broker-Dealer

Shopoft Securities, Inc., was formed for the purpose of acting as placement agent or best efforts under-
writer for the issuance of debt and/or equity securities. Shopoff Securities became a licensed broker-dealer
registered with the National Association of Securities Dealers, Inc., or the “NASD,” on May 29, 2007. This is
the first offering for which Shopoff Securities has acted as a broker-dealer or provided sales, promotional, and
marketing assistance services. Shopoff Securities will not receive selling commissions in connection with the
offering, but will receive a fixed monthly marketing fee from our sponsor and reimbursements from us for
expenses incurred in connection with the sale of shares.

Our Structure

We plan to own substantially all of our assets and conduct our operations through an operating partner-
ship called Shopoff Partners, L.P., which was organized in the State of Delaware on November 17, 2006.
Shopoft Partners has a sole general partner, Shopoff General Partner, LLC, which is our wholly owned subsid-
iary, and two limited partners: (1) us, and (2) Shopoff Advisors. Shopoff Partners will purchase property from
the owners for cash and notes. In this prospectus:

. we refer to Shopoff Partners, L.P. as Shopoff Partners; and
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e we use the terms “we,” “us,” “our’’ and similar pronouns to refer to either: (1) Shopoff Properties
Trust, Inc., or (2) Shopoff Properties Trust, Inc. and Shopoff Partners, collectively, as required by the
context in which such pronoun is used.

Three other entities affiliated with us will participate in our operation, ownership and/or management.
They are: (i) Shopoff T.R.S., Inc., whose purpose is to serve as a fully taxable corporation that may earn
income that would not be qualifying REIT income if earned directly by us, (ii) Shopoff Management, Inc.,
whose purpose is solely to serve as property manager for any income-producing properties we may acquire,
and (iii) Shopoff General Partner, L.L.C., whose purpose is solely to serve as the general partner of Shopoff
Partners.




The following chart indicates the relationships among the various entities that are related to us.
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William and Cindy Shopoff are the sole trustees of The Shopoff Revocable Trust dated August 12, 2004.

The Shopoff Corporation is the general partner and controlling entity of Shopoff Investors, L.P. The
Shopoff Revocable Trust dated August 12, 2004 is the sole shareholder of The Shopoff Corporation.




As of the commencement of this offering, the 21,100 shares owned by The Shopoff Group represented
100% of our outstanding shares. We expect that these 21,100 shares will represent a significantly lower per-
centage of our outstanding shares once we begin selling shares in this offering. Specifically, These shares
represented approximately 1% of our outstanding shares at the minimum offering amount and approximately
0.1% of our outstanding shares at the maximum offering amount. As of the commencement of this offering,
our wholly owned subsidiary, Shopoff General Partner, LLC, owned a 1% general partnership interest in
Shopoff Partners resulting from a capital contribution of $100, and we and Shopoff Advisors owned a 98%
and a 1%, respectively, limited partnership interest in Shopoff Partners resulting from a $9,800 capital contri-
bution and a $100 capital contribution, respectively. We intend to own substantially all of our assets and
conduct our operations through Shopoft Partners.

Our Management

Our board of directors supervises and evaluates the performance of Shopoff Advisors, and is also respon-
sible for certain other matters set forth in our charter. We have a classified board consisting of nine members
on our board of directors. Five of our board seats are reserved for directors who are independent of us,
Shopoff Advisors and The Shopoff Group. Our stockholders will elect each class of directors annually.

Description of Real Estate and Real Estate-Related Investments

We intend to focus on undeveloped real estate assets, however, we may use a portion of the net proceeds
from this offering to occasionally purchase improved properties or interests in them or to purchase securities
in firms engaged in real estate activities and/or other real estate-related securities. We may acquire real estate
or make real estate-related investments either alone or jointly with another party. Our real estate-related
investments could include investments in mortgages secured by real property or loans made to real estate
companies secured by a pledge of securities. In addition, real estate-related investments could be in the securi-
ties of a company involved in real estate investing. We may borrow money to acquire properties and
securities, pay related fees and for other purposes, but the aggregate amount of this financing generally will
not exceed 100% of the aggregate value of our real estate assets (other than intangibles) at cost before deduct-
ing depreciation or other non-cash reserves less total liabilities, calculated at least quarterly on a basis
consistently applied. The investment committee of our advisor will monitor our investments to ensure compli-
ance with the Investment Company Act, which may require Shopoff Advisors to impose limitations on our
investment activities including limiting the percentage of our assets that fall into certain categories specified in
the Investment Company Act. Our articles of incorporation contain other limitations on the types of invest-
ments we may make. See the “Risk Factors — Risks Associated With Our Organizational Structure — Your
investment return may be reduced if we are required to register as an investment company under the Invest-
ment Company Act” section of this prospectus for additional information.

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. The
current real estate market has generated a supply of real estate projects that are all partially or completely
developed versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value
of real property through redesign and engineering refinements and removes much of the entitlement risk that
we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the peaks of
2005 — 2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more
assets than previously contemplated.

We may incur indebtedness of up to 100% of our aggregate asset value as of the date of any borrowing.
Our board of directors must review, at least quarterly, our aggregate borrowing. Our charter provides that our
independent directors must approve any borrowing in excess of 100% of the aggregate value of our real estate
assets and the justification for such excess borrowing must be disclosed to our stockholders in our next quar-
terly report. We currently have not established any financing sources for such borrowings. See the
“Investment Objectives and Criteria — Our Policies With Respect to Borrowing™ section of this prospectus
for a more detailed discussion of our borrowing policies.




Investment Objectives

Our investment objectives are:
*  to preserve, protect and return your capital contribution;

e to realize growth in the market value of our properties upon our ultimate sale of such properties; and
to provide you with liquidity for your investment by listing the shares on a national securities
exchange by August 29, 2017 or, if our shares are not listed prior to that date, by submitting for a
vote of our stockholders a proposal to liquidate our assets and, following the satisfaction of our
liabilities, distribute the remaining proceeds as set forth in this prospectus under ‘“Agreement of
Limited Partnership — Distributions.”

We may change these investment objectives without a vote of our stockholders.

Plan of Distribution

We are offering the first 2,000,000 shares of our common stock at an offering price of $9.50 for a total
amount of $19,000,000. Once 2,000,000 shares are sold, the offering price will increase to $10.00 per share
until the remaining 18,100,000 shares of common stock are sold and a total of $200,000,000 has been raised.
Prior to the time we sold the minimum offering amount of 1,700,000 shares, or $16,150,000, all subscription
proceeds were placed in an account held by our escrow agent, Wells Fargo Bank, N.A., and were held in trust
for the benefit of the subscribers. Interest earned on the escrow account was retained by us once the minimum
offering was reached. Shares purchased by our executive officers and directors, our broker-dealer and by The
Shopoff Group, Shopoff Advisors or affiliates did not count toward the sale of the minimum number of shares
required to be sold in this offering. We hold your investment proceeds in our account until we withdraw funds
for investment or the payment of fees and expenses. We intend to admit stockholders periodically as subscrip-
tions for shares are received, but not less frequently than monthly. This offering will terminate on or before
August 29, 2010.

Prior Investment Programs

Our sponsor, The Shopoft Group, and its affiliates have previously offered interests in limited partnerships
for strategic real estate investments. The Shopoff Group has provided venture capital, equity and mezzanine
debt in 125 transactions in the past ten years to support the acquisition and entitlements or development of
more than 5,000 residential lots, acquisition of over 5,000 multi-family units, and more than 1 million square
feet of commercial real estate projects with an aggregate completed market value in excess of $500 million.
Of these 125 transactions, 82 involved real estate for which The Shopoff Group has obtained entitlements and
43 involved real estate for which the entitlement process is in progress. The Shopoff Group focuses on identi-
fying undervalued or mismanaged assets and taking an active role in adding value in order to maximize equity
returns to its investors. Prior projects include (a) residential land investment, consisting of the acquisition and
entitlement of land into residential and master-planned communities which are held for investment, and
(b) income properties, consisting of residential, commercial, retail and industrial interests that create revenue
by generating any operating cash flow during the course of ownership and capital gains upon sale, as well as
offering tax advantages. The “Prior Performance Summary” of this prospectus includes a discussion of prior
programs sponsored to date by The Shopoft Group. Certain financial data relating to The Shopoff Group’s
prior real estate programs is also provided in the “Prior Performance Tables” in Exhibit B to this prospectus.
The prior performance of The Shopoff Group’s previous real estate programs may not be indicative of our
ultimate performance and, thus, you should not assume that you will necessarily experience financial perfor-
mance and returns comparable to those experienced by investors in The Shopoff Group’s prior programs. You
may experience a small return or no return on, or may lose some or all of, your investment in our shares.
Please see the “Risk Factors — Risks Related to Our Business — Our investments may differ from prior
programs sponsored by The Shopoff Group, and therefore the past performance of those programs may not be
indicative of our future results section of this prospectus for additional information.




Distribution Policy

In order to qualify as a REIT, we are required to distribute at least 90% of our annual taxable income to
our stockholders. As of the date of this prospectus, we own six real estate properties, and have made three
real estate-related investments, one of which we still own. Consistent with our investment policy, we will
acquire and hold undeveloped real estate assets as a long-term investment and will not realize any income
from these properties until they are sold. Accordingly, we cannot predict when, if ever, we will generate any
income or income sufficient to pay cash dividends to our stockholders. The amount of any cash dividends will
be determined by our board of directors and will depend on the amount of distributable funds, current and
projected cash requirements, tax considerations, any limitations imposed by the terms of indebtedness we may
incur and other factors. If and when our investments produce operating cash flow, we expect to pay dividends
to you on a periodic basis as determined by our board of directors. Because our cash available for distribution
in any year may be less than 90% of our taxable income for the year, we may be required to borrow money,
use proceeds from the issuance of securities and/or sell assets to pay out enough of our taxable income to
satisfy the distribution requirement.

Generally, dividends that you receive will be taxed as ordinary income to the extent they are from current
or accumulated earnings and profits. To the extent that we make a distribution in excess of our current and
accumulated earnings and profits, the distribution will be treated first as a tax-free return of capital, reducing
the tax basis in your shares, and the amount of each distribution in excess of your tax basis in your shares
will be taxable as a gain realized from the sale of your shares. If you receive a distribution in excess of our
current and accumulated earnings and profits, upon the sale of your shares you may realize a higher taxable
gain or a smaller loss because the reduced basis of the shares will be used for purposes of computing the
amount of the gain or loss. In addition, individual investors will be subject to tax at capital gains rates on
distributions made by us that we designate as ‘“‘capital gain dividends.” However, because each investor’s tax
considerations are different, we suggest that you consult with your tax advisor. Please see the ‘‘Federal
Income Tax Considerations” section of the prospectus for additional information.

Listing

Our shares of common stock are not currently listed on a national securities exchange. We do not expect
our shares to become listed in the near future, and they may not become listed at all. Under our charter, we
will submit for a vote of our stockholders a proposal to terminate and dissolve after August 29, 2017, unless
the shares of our common stock, including the shares offered by this prospectus, are listed on a national
securities exchange by that date. If the shares are listed, we will automatically become a perpetual life entity.
If the shares of our common stock are not listed by August 29, 2017, following an affirmative vote of our
stockholders, we will commence with the liquidation of our assets and, following the satisfaction of our
liabilities, we will distribute any remaining proceeds to our stockholders in accordance with the section of this
prospectus entitled “Agreement of Limited Partnership — Distributions.”

ERISA Considerations

The section of this prospectus entitled “ERISA Considerations” describes the effect the purchase of
shares will have on individual retirement accounts, which we refer to as IRAs, and retirement and welfare
plans subject to ERISA. Any plan trustee or individual considering purchasing shares for a retirement or
welfare plan or for an IRA should read that section of this prospectus very carefully.

Restrictions on Share Ownership

Our charter contains restrictions on ownership of the shares that prevent any individual or entity from
acquiring beneficial ownership of more than 9.8% of our outstanding shares. See the “Description of Capital
Stock — Restrictions on Ownership and Transfer” section of this prospectus for further explanation of the
restrictions on ownership of our shares.




RISK FACTORS

Investment in our common stock involves a high degree of risk. You should carefully consider the risks
described below, together with all of the other information included in this prospectus, before you decide to
purchase our shares of common stock. We encourage you to keep these risks in mind when you read this
prospectus and evaluate an investment in us. The risks and uncertainties described below are not the only
ones we face. Additional risks and uncertainties not currently known to us or that we currently deem immate-
rial may also adversely affect our business, financial condition and operating results. If any of the following
risks, or any other risks not described below actually occur, our results of operations and ability to pay
dividends would likely suffer materially or could be eliminated entirely. As a result, the value of our shares of
common stock may decline, and you could lose all or part of the money you paid to buy our shares of com-
mon stock.

Risks Related to the Current Economic Crisis

The U.S. is in the midst of a severe global economic crisis and, as a result, the federal government has
taken emergency measures in the form of executive orders, legislation, rules, regulations, and various
other initiatives in an attempt to stabilize the U.S. and global economies. If the actions of the

U.S. government, including the U.S. Treasury Department, the Federal Reserve and other
governmental and regulatory bodies, do not have their desired effect, our business may be adversely
impacted.

In an effort to address the liquidity and credit crisis that followed the sub-prime mortgage market melt-
down which began in late 2007, the Emergency Economic Stabilization Act of 2008, or EESA, was signed
into law on October 3, 2008. The EESA provided the U.S. Secretary of the Treasury with up to $700 billion
and the authority to establish a Troubled Asset Relief Program, or TARP, in an effort to restore liquidity and
stability to the financial system of the U.S. Then, on February 17, 2009, the American Recovery and Reinvest-
ment Act of 2009 (““ARRA”) was signed into law as a sweeping economic recovery package intended to
stimulate the economy and provide for broad infrastructure, energy, health, and education needs. This legisla-
tion was followed by the U.S. President’s Homeowner Affordability and Stability Plan announced on
February 18, 2009 to address the crisis in the mortgage market which has had ripple effects in other parts of
the credit markets. There can be no assurance as to the actual impact that EESA and ARRA, and their pro-
grams, including the TARP, or the Homeowner Stability and Affordability Plan, will have on the national
economy or financial markets. The failure of these significant legislative and executive measures to help
stabilize the financial markets and a continuation or worsening of current financial market conditions could
materially and adversely affect our business, financial condition, results of operations, access to credit or the
price of our stock.

Depressed real estate prices in the markets in which we intend to acquire the majority of our
properties may adversely impact our business.

The severe economic downturn has disproportionately impacted real estates prices in the states of
California, Arizona and Nevada where we intend to acquire the majority of our real estate assets. While the
depressed real estate prices and excess inventories resulting from this downturn may represent greater opportu-
nities for us to acquire real estate assets at a reduced cost compared to historical values, it may also mean that
we may have to hold our real estate assets and real estate-related investments for a longer period of time or
sell or otherwise dispose of our real estate assets and real estate-related investments at a loss, in order to
attain our investment objectives, both long and short term, which may adversely affect our net income, capital
and business, generally, as well as your investment.

Difficult conditions in the financial markets and the economy generally may make it more difficult for
us to raise the capital we need to successfully implement our business plan.

The capital and credit markets have been experiencing extreme volatility and disruption for more than
thirty months. In the past six months, the volatility and disruption have begun to subside and we are begin-
ning to see signs of stabilization and recovery in the housing and stock markets. We anticipate however, that
bank failures and foreclosures will continue to occur in 2010 and beyond adding an element of uncertainty



and concern in the financial markets and the economy in general. Disruptions, uncertainty or volatility in the
capital and credit markets may limit our access to the capital we need to grow our business and successfully
implement our business plan. As of March 29, 2010, we raised approximately $18 million of the $200 million
maximum offering amount. The current expiration date of the offering is August 29, 2010. If we are unable to
raise substantially more capital than the amount we have raised to date, we will have limited diversification in
terms of the number of investments owned, the geographic regions in which our investments are located, and
the types of investments we may make. Your investment in our shares will be subject to greater risk to the
extent that we lack a diversified portfolio of investments. In such event, the likelihood of our profitability
being significantly affected by the performance of any one of our investments will increase.

Risks Related to Our Business

We and Shopoff Advisors are relatively new companies with limited operating histories, and we may
not be able to operate successfully.

We and Shopoff Advisors were formed within the past four years and solely in connection with our
public offering. Accordingly we have limited operating histories. You should not rely upon the past perfor-
mance of other real estate investment programs sponsored by The Shopoff Group to predict our future results.
Additionally, ours is the only public company that our officers, Shopoff Advisors, our other affiliates or their
respective employees have operated and is the only entity we have operated which has elected to be taxed as
a REIT. You should consider our prospects in light of the risks, uncertainties and difficulties frequently
encountered by companies that are, like us, in their early stages as an active company. To be successful, we
must, among other things:

e identify and acquire investments that further our investment strategies;
e increase awareness of the Shopoff name within the investment products market;
e attract, integrate, motivate and retain qualified personnel to manage our day-to-day operations;

e respond to competition for our targeted real estate properties and other real estate-related invest-
ments as well as for potential investors in our shares; and

e Dbuild and expand our operations structure to support our business.

Our failure, or Shopoff Advisors’ failure, to operate successfully or profitably could have a material
adverse effect on our ability to generate operating cash flow to make distributions to our stockholders and
could cause you to lose all or a portion of your investment in our shares of common stock.

As of December 31, 2009, we had raised $17,832,450 in common stock sales including shares issued to
our Sponsor. We have invested a majority of these funds thereby significantly reducing funds available
for operations. Unless we can generate additional cash flow, we may not be able to meet our liquidity
requirements successfully.

We intend to create cash flow from proceeds of pending and future common stock sales, sales of existing
Company assets, securing appropriate longer-term debt, or funding via joint venture relationships with real
estate private equity firms and hedge funds that have an interest in our investment space, although we cannot
predict our level of success or timing from these endeavors at this time. These conditions raise concerns about
our ability to continue to meet our liquidity requirements for the foreseeable future. Management believes that
(1) there has been a recent shift in the investment attitude from potential investors from a capital preservation
to a long-term capital appreciation mentality which will result in an increase in sales of our common stock as
compared to results for the twelve months ended December 31, 2009, (ii) sales of Company assets as an
alternative funding source is viable as we recently closed on the sale of a Company asset to a third-party for a
purchase price 243% higher than the purchase price originally paid by us, and we are currently evaluating a
third-party offer to us to purchase an existing Company asset at a purchase price that is 142% higher than the
purchase price originally paid by us, (iii) lending sources for land assets have recently become more available
although the cost of funds could be prohibitive in nature, and (iv) a recapitalization of us whereby a third-
party capital source would take partial ownership of existing Company assets in a joint venture arrangement in
exchange for cash, is possible as at least one real estate private equity firm has expressed an interest in taking



a partial ownership position with existing Company assets. As a result of (i), (ii), (iii), and (iv) above, we
believe we will have sufficient funds for the operation of the Company for the foreseeable future. If (i), (ii),
(iii), and (iv) discussed above do not happen, we may need to consider alternative solutions or we may need
to cease operations.

Management was successful in extending each of two secured promissory notes for one year in exchange
for a principal pay down at the initial maturity dates of at least $500,000 for each secured promissory note
and an increase in the existing interest rate for each secured promissory note of two percent. These two
secured promissory notes both had initial maturity dates in 2010 and had an aggregate principal balance of
$4,900,000, $2,000,000 for one secured promissory note and $2,900,000 for the second secured promissory
note. As of the date of this prospectus, the $2,900,000 secured promissory note has been partially paid down
and has a current principal balance of $1,908,416.

Our investments may differ from prior programs sponsored by The Shopoff Group, and therefore the
past performance of those programs may not be indicative of our future results.

The past performance of investment programs sponsored by The Shopoff Group may not be indicative of
our future results, and we may not be able to successfully implement and operate our business, which is
different in a number of respects from the operations of those programs. The returns to our stockholders will
depend in part on the mix of product in which we invest, the stage of investment and our place in the capital
structure for our investments. Our portfolio may or may not mirror in any way the portfolios of the prior
programs sponsored by The Shopoff Group, and accordingly returns to our stockholders will vary from those
generated by such programs. While The Shopoff Group has experience in managing real estate portfolios,
none of The Shopoff Group, Shopoff Advisors, or any of their affiliates have experience in operating a REIT
or a publicly- offered investment program. As a result of all these factors, you should not assume that you will
experience returns, if any, comparable to those experienced by investors in the prior programs sponsored by
The Shopoff Group and its affiliates.

Payment of fees, distributions and expense reimbursements to Shopoff Advisors and its affiliates will
reduce cash available for investment and for distribution to our stockholders.

Shopoft Advisors and its affiliates perform services for us in connection with the offer and sale of our
shares, the management of our investments, and administrative and other services. Shopoff Advisors is paid
acquisition and advisory fees, an asset management fee and a disposition fee, as determined by our board of
directors, for these services pursuant to the advisory agreement between us and Shopoff Advisors. In addition,
distributions may be payable to Shopoff Advisors pursuant to the subordinated participation interest it holds in
Shopoff Partners upon a distribution of distributable cash to our stockholders, the listing of our shares or the
termination of Shopoff Advisors as our advisor. In addition, Shopoff Advisors and its affiliates provides
administrative services to us for which it is reimbursed at cost. These fees, distributions and expense reim-
bursements are substantial and reduce the amount of cash available for investment and distribution to our
stockholders.

We may suffer from delays in locating suitable investments, which could reduce our ability to make
distributions to our stockholders and reduce the return on your investment.

We rely on the investment committee of Shopoff Advisors to identify and negotiate the terms of acquisi-
tions of real estate and real estate-related investments we make. There can be no assurance that the investment
committee of Shopoft Advisors will be able to continue to identify or negotiate acceptable terms for the
acquisition of, or make real estate-related investments with respect to, real estate that meets our investment
criteria, or that we will be able to acquire such real estate or make such real estate-related investments on
terms favorable to us or at all. Any delays we encounter in identifying and negotiating acquisitions of real
estate and real estate-related investments could reduce your returns and our ability to make distributions to our
stockholders.

We will acquire, entitle and hold properties as long-term investments. Accordingly, you may not realize
a return on your investment for years, if at all.

Our business strategy is primarily to acquire, entitle and hold vacant undeveloped real estate. While we
may on occasion invest in properties that produce any operating income, the majority of our properties will



not produce income and, accordingly, distributions to stockholders are expected to be made at the time when
our undeveloped properties are sold or refinanced. The entitlement process may take two or more years and
we may continue to hold the property after the entitlements are completed, depending upon market conditions.
Accordingly, it will be a period of years before you earn any return on your investment, if at all.

We may not have sufficient funds to pay dividends prior to the sale of properties we acquire.

Our directors will determine the amount and timing of cash dividends to our stockholders based on many
factors, including the amount of funds available for distribution, our financial condition, requirements we must
meet to qualify to be taxed as a REIT, whether to reinvest or distribute such funds, capital expenditure and
reserve requirements and general operational requirements. The amount of funds available for distribution will
be affected by (i) our ability to identify and make real estate or real estate-related investments as net offering
proceeds become available, (ii) the amount of the returns upon the sale of those real estate or real estate-
related investments we make, and (iii) our operating expense levels, as well as many other variables. We
cannot predict how long it may take to identify and to raise sufficient net proceeds to acquire real estate or
real estate-related investments. We may never have sufficient funds to allow us to pay dividends or to meet
other financial obligations and, if we do pay dividends, we may not be able to maintain or increase such
dividends.

We are uncertain of our sources of debt and/or equity financing to fund future capital needs. If we are
not able to locate sources of funding, our ability to make necessary capital improvements to our
properties may be impaired or delayed.

The proceeds of the offering are used to buy real estate, make real estate-related investments and pay
various fees and expenses. In addition, to maintain our REIT status, we generally must distribute to our stock-
holders at least 90% of our taxable income each year, excluding capital gains. Because of this distribution
requirement, it is not likely that we will be able to fund a significant portion of our future capital needs from
retained earnings. We have not identified any sources of debt or equity for future funding, and we cannot
assure you that such sources of funding will be available to us on favorable terms or at all. If we do not have
access to sufficient funding in the future, we may not be able to make necessary capital improvements to our
properties, pay other expenses or expand our business.

We depend on key personnel, the loss of any of whom could be detrimental to our business.

Our success depends to a significant degree upon the continued contributions of certain key personnel,
including William A. Shopoff, Edward Fitzpatrick, Kevin Bridges and Tim McSunas, each of whom would be
difficult to replace. None of our key personnel are currently subject to employment agreements with us.
Although we intend to purchase key man life insurance to cover transition and replacement costs for our key
executive officers, if any of our key personnel were to cease employment with us, our operating results could
suffer. We also believe that our future success depends, in large part, upon our ability, and the ability of
Shopoff Advisors, to attract and retain highly skilled managerial, operational and marketing personnel. Com-
petition for such personnel is intense, and we cannot assure you that we or Shopoff Advisors will be
successful in attracting and retaining such personnel.

Our success is dependent on the performance of Shopoff Advisors as well as key employees of Shopoff
Adpvisors.

Our ability to achieve our investment objectives and to pay dividends is dependent upon the performance
of Shopoff Advisors and its key employees in the management of our investments and operation of our day-
to-day activities. You will have no opportunity to evaluate the terms of transactions or other economic or
financial data concerning our investments that are not described in this prospectus. We rely entirely on the
management ability of Shopoff Advisors, subject to the oversight of our board of directors. Shopoff Advisors
is not required to provide any specific or dedicated personnel to managing our business, nor is it required to
dedicate any specific amount of time to our business. If Shopoff Advisors suffers or is distracted by adverse
financial or operational problems in connection with its operations unrelated to us, Shopoff Advisors may be
unable to allocate time and/or resources to our operations. If Shopoff Advisors 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 dividends to our stockholders.
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Terrorist attacks and other acts of violence or war may affect the markets in which we operate, our
operations and our profitability.

Terrorist attacks may negatively affect our operations and your investment in our shares. We cannot
assure you that there will not be further terrorist attacks against the United States or United States businesses.
These attacks or armed conflicts may directly impact the value of our properties through damage, destruction,
loss and/or increased security costs. Risks associated with potential acts of terrorism could sharply increase
the premiums we pay for insurance coverage against property and casualty claims. We do not intend to obtain
insurance that specifically covers against losses arising from terrorism unless required by our lenders. As a
result, we may suffer uninsured losses as a result of terrorism, or in cases where we are required to obtain
terrorism insurance, such insurance may not be sufficient to cover loss for damages to our properties as a
result of terrorist attacks.

More generally, terrorist attacks, war or political instability could result in increased volatility in, or
damage to, the United States and worldwide financial markets and economy, which could have a material
adverse effect on our operating results and financial condition, as well as our ability to pay dividends to our
stockholders.

Our results of operations, our ability to pay distributions to our stockholders and our ability to dispose
of our investments are subject to general economic and regulatory factors we cannot control or
predict.

Our results of operations are subject to the risks of a national economic slowdown or disruption, other
changes in national or local economic conditions and changes in tax, real estate, environmental or zoning
laws. The following factors may affect income from our real estate and real estate-related investments, our
ability to dispose of real estate and real estate-related investments, and yields from our real estate and real
estate-related investments:

e Increases in supply of competing properties and/or decreases in demand for our properties may
impact our results;

e Changes in interest rates and availability of debt financing could render the sale of properties diffi-
cult or unattractive;

e Increased insurance premiums, real estate taxes or energy or other expenses may reduce funds
available for distribution.

Some or all of the foregoing factors may affect the returns we receive from our investments, our results
of operations, our ability to pay dividends to our stockholders and/or our ability to dispose of our investments.

Risks Related to an Investment in Our Common Stock

There is currently no public market for our shares of common stock. Therefore, it will likely be
difficult for you to sell your shares and, if you are able to sell your shares, you may have to sell them
at a substantial discount from the price you paid.

There currently is no public market for our shares of common stock. We do not expect a public market
for our stock to develop prior to the listing of our shares on a national securities exchange, which we do not
expect to occur in the near future and which may not occur at all. Additionally, our charter contains restric-
tions on the ownership and transfer of our shares, and these restrictions may inhibit your ability to sell your
shares. If you are able to sell your shares, you may only be able to sell them at a substantial discount from
the price you paid. This may be the result, in part, of the fact that, at the time we make our investments,
available funds will be reduced to pay organizational and offering expenses and acquisition and advisory fees
and expenses. Unless our aggregate investments increase in value to compensate for these up front fees and
expenses, which may not occur, it is unlikely that you will be able to sell your shares without incurring a
substantial loss. We cannot assure you that your shares will ever appreciate in value to equal the price you
paid for your shares. Thus, prospective stockholders should consider the purchase of our shares of common
stock as an illiquid and long-term investment. You must be prepared to hold your shares for an indefinite
length of time.
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Our ability to successfully conduct our offering is dependent in part on the ability of Shopoff
Securities, a newly-formed entity, to successfully sell our shares in the offering.

Shopoff Securities acts as the broker in our offering. Shopoff Securities was formed on September 14,
2006 by William A. Shopoff. The Shopoff Revocable Trust dated August 12, 2004 is the sole stockholder of
Shopoff Securities. This is the first public offering conducted by Shopoft Securities. The success of our offer-
ing, and correspondingly our ability to implement our business strategy, is dependent on the ability of Shopoff
Securities to sell interests in us to prospective investors. If Shopoff Securities fails in its sales performance,
we may not be able to raise adequate proceeds through our offering to implement our investment strategy. If
we are unsuccessful in implementing our investment strategy, you could lose all or a part of your investment.

Investors in the offering will be unable to evaluate the manner in which the net proceeds are invested
and the economic merits of projects prior to investment.

Investors in the offering will not have the opportunity to evaluate the transaction terms or other financial
or operational data concerning our real estate and real estate-related investments. You must rely on the invest-
ment committee of Shopoff Advisors to evaluate our investment opportunities, and the investment committee
of Shopoff Advisors may not be able to achieve our investment objectives, may make unwise decisions or
may make decisions that are not in our best interest because of conflicts of interest. Further, we cannot assure
you that acquisitions of real estate or real estate-related investments made using the net proceeds of our
offering will produce a return on our investment or will generate any operating cash flow to enable us to make
distributions to our stockholders.

Because our broker-dealer, Shopoff Securities, is our affiliate, there will be little or no independent
“due diligence” review of us.

Our broker-dealer may be subject to a conflict of interest, which may arise out of its participation in our
offering and its affiliation with Mr. Shopoff in performing independent “‘due diligence” with respect to us.
There has not been any review of our structure, formation or operations performed by our broker-dealer.
Because the broker-dealer is our affiliate, any review conducted cannot be considered to represent an indepen-
dent review, and such review may not be as meaningful as a review conducted by an unaffiliated
broker-dealer. Therefore, our offering will not necessarily have the independent review typically conducted by
an underwriter or managing broker-dealer.

Because this is a “best efforts” offering, Shopoff Securities is only required to use its best efforts to
sell our shares. If we are unable to raise substantial funds in our offering, we will be limited in the
number and type of investments we may make, which will result in a less diversified portfolio.

Our offering is being made on a “best efforts” basis, whereby Shopoff Securities is only required to use
its best efforts to sell our shares and has no firm commitment or obligation to purchase any of our shares. As
a result, we cannot assure you as to the amount of proceeds that will be raised in our offering. If we are
unable to raise substantially more than the minimum offering amount, we will have limited diversification in
terms of the number of investments owned, the geographic regions in which our investments are located and
the types of investments that we make. Your investment in our shares will be subject to greater risk to the
extent that we lack a diversified portfolio of investments. In such event, the likelihood of our profitability
being significantly affected by the performance of any one of our investments will increase. In addition, if we
are unable to raise substantially more than the minimum offering amount, the value of your shares could
decline, because the payment of fees and expenses to Shopoff Advisors and its affiliates, and the operating
expenses of the REIT will absorb a greater percentage of the aggregate amount of funds raised, resulting in a
lower amount of funds remaining for investment in real estate.

Investors in our offering who purchase a portion of the 2,000,000 shares offered at $9.50 per share
experience immediate dilution as a result of the grant of restricted stock to our directors and executive
officers when the minimum offering amount was sold. Investors in our offering who purchase a
portion of the remaining 18,100,000 shares at $10.00 per share may experience dilution if the value of
our net assets is less than $10.00 at the time of their respective purchases.

Prior to the commencement of our offering, The Shopoff Group purchased 21,100 shares at $9.50 per
share constituting our initial capitalization. In addition, our directors and executive officers were granted a
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total of 173,750 shares (5,000 of which were returned to us upon the resignation of one of our directors, but
which were reissued to Kerry Vandell upon his appointment to our board) of restricted stock at the time our
minimum offering of 1,700,000 shares was sold. Moreover, under the terms of the offering, 300,000 shares, in
addition to the 1,700,000 shares comprising the minimum offering, will also be sold at $9.50 per share for a
total of 2,000,000 shares sold at $9.50 per share. As of the date of this prospectus, we had not yet sold all of
our shares offered at $9.50 per share. The last 18,100,000 shares offered will be sold at $10.00 per share.
Consequently, investors who purchased shares in our offering at the purchase price of $9.50 experienced
immediate dilution due to the restricted stock that was granted to our officers and directors upon sale of the
minimum offering amount. Investors who purchase shares at the purchase price of $10.00 per share will
experience immediate dilution due to both the prior restricted stock grants and sales of our stock at the
$9.50 per share offering price, unless at the time of such purchase, due to appreciation in the value of our
assets, our net asset value is equal to or greater than $10.00 per share. Otherwise stated, upon the sale of the
initial 2,000,000 shares at $9.50 per share, investors who paid $9.50 per share will have contributed approxi-
mately 99% of the funds to conduct our operations, but will only own approximately 91.1% of our common
stock due to the prior stock grants. This represents an immediate dilution of $1.77 per share. On the other
hand, assuming the maximum of 20,100,000 shares are sold at the same time as the minimum offering was
reached, investors who paid $9.50 per share would have contributed approximately 9.5% of the funds to
conduct our operations, but would own approximately 9.9% of the common stock and investors who paid
$10.00 per share would have contributed approximately 90.4% of the funds to conduct our operations, but
would only own approximately 89.2% of our common stock due to the prior stock grants and the prior sales
at $9.50 per share. This represents an immediate dilution of $0.37 per share, based upon a weighted average
per share price of $9.50 for 2,000,000 shares and $10.00 for 18,100,000 shares and assumes the sale of all
20,100,000 shares.

Because we will continue to sell shares at a fixed price during the course of our offering and, at the
same time, will be acquiring real estate and real estate-related assets with the proceeds of the offering,
shares purchased after completion of the minimum offering will experience dilution to the extent that
future shares are issued when and if the value of our underlying net assets exceeds the price you paid
for your shares in the offering.

Under the terms of our offering, we will sell shares of our common stock at an initial fixed price of
$9.50 per share for the first 2,000,000 shares and $10.00 per share thereafter. We will continue selling shares
at $10.00 per share for a period of three years following the effective date of the offering or until the maxi-
mum offering is sold. In any case, our offering will end on August 29, 2010. During such time, we have and
will continue to acquire real estate or real estate-related assets. Any future issuances of our shares will have a
dilutive effect on the earlier purchasers of our common stock to the extent that at the time of such future
issuances, the value of our underlying net assets exceeds the price they paid for their shares.

Because we established the offering price on an arbitrary basis, it may not be indicative of the price at
which our shares would trade if they were actively traded.

Our board of directors has arbitrarily determined the selling price of the shares and such price bears no
relationship to our book or asset values, or to any other established criteria for valuing issued or outstanding
shares. Our offering price may not be indicative of the price at which our shares would trade if they were
listed on an exchange or inter-dealer quotation system or actively traded by brokers or of the proceeds that a
stockholder would receive if we were liquidated or dissolved.

The board of directors has significant discretion to modify or expand our investment objectives and
policies without shareholder approval.

Subject to the limitations in our charter, our bylaws and the Maryland General Corporation Law, or
MGCL, our powers will be exercised by or under the authority of, and our business and affairs will be con-
trolled by, the board of directors. The board of directors has the right and power to establish policies
concerning our investments and the right, power and obligation to monitor our procedures, investment opera-
tions and performance.
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In general, our charter can be amended if approved by the affirmative vote of a majority of the outstand-
ing shares of our common stock, but the board of directors has the exclusive power to amend or repeal the
bylaws and to make new bylaws.

Within the express restrictions and prohibitions of our bylaws, our charter and applicable law, the board
of directors has significant discretion to modify our investment objectives and policies, as stated in this pro-
spectus. We have no present intention to modify any of our investment objectives and policies, and it is
anticipated that any modification would occur only if business and economic factors affecting us made our
stated investment objectives and policies unworkable or imprudent.

Thus, while the prospectus distributed in connection with our initial public offering accurately and fully
discloses our current investment objectives and policies, prospective stockholders must be aware that the
board of directors, acting consistently with our organizational documents, applicable law and their fiduciary
obligations, may elect to modify or expand our objectives and policies from time to time. Any action by the
board of directors would be based upon the best interests of our stockholders. Our stockholders will have no
voting rights with respect to implementing our investment objectives and policies, all of which are the respon-
sibility of our board of directors and the investment committee of Shopoff Advisors and may be changed at
any time.

Some states’ securities laws may limit secondary trading of our common stock, which may restrict the
states in which you can sell the shares we are offering.

Our shares are not registered in all states and U.S. territories. If you purchase shares of our common
stock, you may not be able to resell the shares in certain states and U.S. territories unless and until the shares
of our common stock are registered under the applicable securities laws of the jurisdiction or there is confir-
mation that an exemption from registration is available for secondary trading in such jurisdiction. There can
be no assurance that we will be successful in registering or qualifying our common stock in all states and
U.S. territories, or in identifying an available exemption for secondary trading in our common stock in all
states and U.S. territories. If we fail to register or qualify, or to obtain or verify an exemption for the second-
ary trading of, our common stock in any particular jurisdiction, the shares of common stock could not be
offered or sold to, or purchased by, a resident of that jurisdiction. In addition, resales of shares registered
under the securities laws of the State of California are subject to the approval of the California Commissioner
of Corporations, subject to certain exceptions.

Risks Related to Investments in Real Estate

Uncertainties in the entitlement process may result in increased costs and risks of ownership of the
properties.

We will invest a substantial portion of the proceeds available for investment in undeveloped real estate
and in the entitlement of such real estate. For those properties, we will be subject to risks relating to uncer-
tainties associated with entitlements, environmental risks, and other mandates/concerns of governmental
entities and/or community groups and our ability to control entitlement costs and/or to develop the land in
conformity with plans, specifications and timetables. While we generally expect at least a 2-year entitlement
process for the undeveloped real estate properties we acquire, delays in completion of the entitlement process
beyond the expected time period could result in increased costs of a project and/or loss of our investment.
Furthermore, we must rely upon projections of expenses and estimates of the fair market value of property
upon completion of the entitlement process when determining a price to be paid for the property at the time of
its acquisition. If our projections are inaccurate, we may pay too much for a property, and our return on our
investment could suffer.

Uncertain market conditions relating to the future disposition of properties could cause us to sell our
properties at a loss in the future.

We intend to hold our real estate and real estate-related investments until such time as Shopoff Advisors
determines that a sale or other disposition appears to be advantageous to achieve our investment objectives.
Shopoff Advisors, subject to the oversight of our board of directors, may exercise its discretion as to whether
and when to sell a property, and we will have no obligation to sell properties at any particular time, except
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upon our liquidation if we do not list the shares by August 29, 2017. We generally intend to hold properties
for an extended period of time, and we cannot predict with any certainty the various market conditions affect-
ing real estate investments that will exist at any particular time in the future. Because of the uncertainty of
market conditions that may affect the future disposition of our properties, we cannot assure you that we will
be able to sell our properties at a profit in the future. Additionally, we may incur prepayment penalties in the
event we sell a property subject to a mortgage earlier than we had planned. Accordingly, the extent to which
you will receive cash distributions and realize potential appreciation on our real estate investments will,
among other things, be dependent upon fluctuating unpredictable market conditions.

We face possible liability for environmental cleanup costs and damages for contamination related to
properties we acquire, which could substantially increase our costs and reduce our liquidity and cash
distributions to stockholders.

Because we intend to own undeveloped real estate, partially improved and improved residential and
commercial properties, and real estate-related investments, we will be subject to various federal, state and
local environmental laws, ordinances and regulations. Under these laws, ordinances and regulations, a current
or previous owner or operator of real estate may be liable for the cost of remediation of hazardous or toxic
substances on, under or in such property. The costs of remediation could be substantial. Such laws often
impose liability whether or not the owner or operator knew of, or was responsible for, the presence of such
hazardous or toxic substances. Environmental laws also may impose restrictions on the manner in which
property may be used or businesses may be operated, and these restrictions may require substantial expendi-
tures. Environmental laws provide for sanctions in the event of noncompliance and may be enforced by
governmental agencies or, in certain circumstances, by private parties. Certain environmental laws and com-
mon law principles could be used to impose liability for release of and exposure to hazardous substances,
including asbestos-containing materials into the air, and third parties may seek recovery from owners or
operators of real estate for personal injury and/or property damage associated with exposure to released
hazardous substances. In addition, new or more stringent laws and/or stricter interpretations of existing laws
could change the cost of compliance or liabilities and restrictions arising out of such laws. The cost of defend-
ing these claims, complying with environmental regulatory requirements, conducting remediation of any
contaminated property, and/or of paying personal injury claims could be substantial, which would reduce our
liquidity and cash available for distribution to you. In addition, the presence of hazardous substances on a
property or the failure to meet environmental regulatory requirements may materially impair our ability to sell
a property, or to use the property as collateral for borrowing.

Competition with third parties in acquiring properties and other investments may reduce our
profitability and the return on your investment.

We compete with many other entities engaged in real estate investment activities, including individuals,
corporations, bank and insurance company investment accounts, pension funds, other REITs, real estate lim-
ited partnerships, foreign investors, many of which have greater resources than we do. Many of these entities
may enjoy significant competitive advantages that result from, among other things, a lower cost of capital
and/or enhanced operating efficiencies. In addition, the number of entities and the amount of funds competing
for suitable investments may increase. As such, competition with third parties would result in increased
demand for these assets and therefore increased prices paid for them. If we pay higher prices for properties
and other investments, our profitability will be reduced and you may experience a lower return (if any) on
your investment.

Uninsured losses relating to real estate may reduce your returns.

Shopoff Advisors will attempt to ensure that all of our properties are adequately insured to cover certain
casualty losses; however, there are types of losses, generally catastrophic in nature, such as losses due to wars,
acts of terrorism, earthquakes, floods, hurricanes, pollution or environmental matters, for which we do not
intend to obtain insurance unless we are required to do so by mortgage lenders. If any of our properties incurs
a casualty loss that is not fully covered by insurance, the value of our assets will be reduced by any such
uninsured loss. In addition, other than any reserves we may establish, we have no source of funding to repair
or reconstruct any uninsured damaged property, and we cannot assure you that any such sources of funding
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will be available to us for such purposes in the future. Also, to the extent we must pay unexpectedly large
amounts for uninsured losses, we could suffer reduced earnings that would result in less cash to be distributed
to stockholders. In cases where we are required by mortgage lenders to obtain casualty loss insurance for
catastrophic events, such insurance may not be available, or may not be available at a reasonable cost, which
could inhibit our ability to finance or refinance our properties.

Risks Associated With Real Estate-Related Investments

We may make or acquire real estate-related investments which include but are not limited to first mort-
gages, second mortgages or mezzanine loans secured, directly or indirectly by the same types of properties we
may acquire directly, and also preferred equity investments in partnerships and/or limited liability companies
that own the same types of properties that we may acquire directly. We will be subject to risks associated with
these real estate-related investments, including the material risks discussed below.

Our real estate-related investments may be impacted by unfavorable real estate market conditions,
which could decrease their value.

If we make real estate-related investments, we will be at risk of a loss on those investments, including
losses as a result of defaults on mortgage loans. These losses may be caused by many conditions beyond our
control, including local and other economic conditions affecting real estate values, interest rate levels, and the
other economic and liability risks associated with real estate. We do not know whether the values of the
property securing any real estate-related investments we may acquire will remain at the levels existing on the
dates we initially make such investment. If the values of the underlying properties decline, our risk will
increase and the values of our interests may decrease.

Our returns on mortgage loans may be reduced by interest rate fluctuations.

If we invest in fixed-rate, long-term mortgage loans and interest rates rise, the mortgage loans could yield
a return lower than then-current market rates. Also, if interest rates decrease and mortgage loans are prepaid
without adequate penalty, we may not be able to make new loans or other real estate-related investments at
the previously higher interest rates.

Delays in liquidating defaulted real estate-related investments could reduce our investment returns.

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

Returns on our mortgage loans may be limited by regulations.

The mortgage loans may also be subject to regulation by federal, state and local authorities and subject to
various laws and judicial and administrative decisions, which may increase our costs associated with making
or acquiring mortgage loans and thereby reduce our returns. In addition, we may determine not to make
mortgage loans in certain jurisdictions based on state or local regulation, which may limit our ability to make
or acquire mortgage loans that we otherwise believe to be attractive investments.

Foreclosures create additional risks, as we would be subject to all of the risks of owning the property
on which we foreclose.

If we acquire property by foreclosure following defaults under our mortgage loans, we will have the
economic and liability risks inherent in the ownership of real property.
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If we liquidate prior to the maturity of our real estate-related investments, we may be forced to sell
those investments on unfavorable terms or at a loss.

If we have not listed our shares on a national securities exchange by August 29, 2017, we will be
required to submit for a vote of our stockholders to liquidate all of our assets and distribute the net proceeds
to our stockholders. We may make real estate-related investments with terms that expire after August 29,
2017. If we become required to liquidate those investments prior to their maturity, we may be forced to sell
those investments on unfavorable terms or at loss. For instance, if we are required to liquidate mortgage loans
at a time when prevailing interest rates are higher than the interest rates of such mortgage loans, we would
likely sell such loans at a discount to their principal amount.

Risks Associated With Debt Financing

We expect to incur mortgage and other indebtedness, which may increase our business risks and
impair our ability to make distributions to our stockholders.

We expect to make investments with both the net proceeds from our offering and debt. In addition, we
may incur mortgage debt by obtaining loans secured by some or all of our real estate. We may also borrow
funds if necessary to satisfy the requirement that we distribute to stockholders as dividends at least 90% of
our annual REIT taxable income, or otherwise as is necessary or advisable to assure that we maintain our
qualification as a REIT for federal income tax purposes.

Although we intend not to have a debt to equity ratio that exceeds 100% of the aggregate value of our
real estate assets, incurring mortgage debt increases our risks since defaults on indebtedness secured by a
property may result in foreclosure actions initiated by lenders and our loss of the property securing the loan
that is in default. For tax purposes, a foreclosure of any of our properties would be treated as a sale of the
property for a purchase price equal to the outstanding balance of the debt secured by the mortgage. If the
outstanding balance of the debt secured by the mortgage exceeds our tax basis in the property, we would
recognize taxable income on foreclosure, but would not receive any cash proceeds. We may give full or
partial guarantees of mortgage debt to the entities that own our properties. When we give a guaranty on behalf
of an entity that owns one of our properties, we will be responsible to the lender for satisfaction of the debt if
it is not paid by such entity. If any mortgages contain cross-collateralization or cross-default provisions, there
is a risk that more than one real property may be affected by a default. If any of our properties are foreclosed
upon due to a default, we may have less cash available for distributions to our stockholders.

If mortgage debt is unavailable at reasonable rates, we may not be able to finance or refinance the
properties, which could reduce the number of properties we can acquire and the amount of cash
distributions we can make.

If mortgage debt is unavailable at reasonable rates, we may not be able to finance properties we wish to
acquire, even if such acquisition would otherwise be in our best interests, which could reduce the number of
properties we can acquire. In addition, once we have placed mortgage debt on properties, we run the risk of
being unable to refinance the entire outstanding loan balance when the loans come due, or of being unable to
refinance any amount on favorable terms. In addition, if interest rates are higher when properties require
refinancing, we may not be able to refinance the entire outstanding loan balance or our debt service may be
higher if we do refinance the loan balance, either of which could reduce our income from those properties and
reduce cash available for distribution to our stockholders.

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

In connection with obtaining debt financing, a lender could impose restrictions on us that affect our
ability to incur additional debt and affect our distribution and operating policies. Loan documents we enter
into may contain customary negative covenants that may limit our ability to further mortgage the property, to
discontinue insurance coverage, to replace Shopoff Advisors as our advisor, and/or to impose other limitations.
Any such restriction or limitation may have an adverse effect on our operations.
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Fluctuations in interest rates could increase our expenses, require us to sell investments and/or make
it more difficult to make attractive investments.

We expect that a portion of our indebtedness may bear interest at a variable rate. Accordingly, increases
in interest rates would increase our interest costs, which could have a material adverse effect on our operating
cash flow and our ability to pay dividends to you. In addition, if rising interest rates cause us to need addi-
tional capital to repay indebtedness in accordance with its terms or otherwise, we would be required to
liquidate one or more of our investments in properties at times which may not permit realization of the maxi-
mum return on such investments. Further, increases in interest rates may make investments in other entities
more attractive than an investment in us. Conversely, decreases in interest rates may cause the price of real
estate and real estate-related investments to increase, thus making it more difficult for us to make otherwise
attractive investments. Any of these circumstances could reduce our profitability and our ability to pay divi-
dends to our stockholders.

If we enter into financing arrangements involving balloon payment obligations, the repayment of the
balloon payments may require us to enter into unfavorable refinancings and/or to divert funds from
other sources, which would reduce dividends paid.

Some of our financing arrangements may require us to make a lump-sum or ‘“‘balloon” payment at matu-
rity. Our ability to make a balloon payment at maturity is uncertain and may depend upon our ability to obtain
additional financing or our ability to sell the property. At the time the balloon payment is due, we may or may
not be able to refinance the balloon payment on terms as favorable as the original loan or sell the property at
a price sufficient to make the balloon payment, which could require us to incur debt on unfavorable terms
and/or divert funds from other sources to make the balloon payment. As a result, financing arrangements with
balloon payments could result in increased costs and reduce our liquidity. In addition, payments of principal
and interest to service our debts may leave us with insufficient cash to pay the distributions that we are
required to pay to maintain our qualification as a REIT. Any of these results would have a significant, nega-
tive impact on your investment.

The tightening of the credit markets in California, Nevada, Arizona, Hawaii, and Texas, which may
continue for an indefinite period of time, may make it increasingly difficult for us to secure financing
at reasonable rates or at all, which may limit our ability to finance or refinance our real estate
properties, reduce the number of properties we can acquire, and adversely affect your investment.

Due to the collapse of the residential sub-prime mortgage market and the resulting credit crisis, the
subsequent increased scrutiny of the lending industry by government regulators, and the resulting abundance
of caution by lenders in evaluating and underwriting new transactions, there has been a significant tightening
of the credit markets in California, Nevada, Arizona, Hawaii, and Texas, where we intend to acquire the
majority of our real estate assets and real estate-related investments. The tightening in these credit markets,
which may continue for an indefinite period of time, may make it increasingly difficult for us to secure mort-
gage debt at reasonable rates or at all, limiting the mortgage debt on real estate properties we wish to acquire,
and even reducing the number of properties we can acquire. Even in the event that we are able to secure
mortgage debt on, or otherwise finance, our real estate properties, due to increased costs associated with
securing financing and other factors beyond our control, we run the risk of being unable to refinance the entire
outstanding loan balance or being subject to unfavorable terms (such as higher loan fees, interest rates and
periodic payments) if we do refinance the loan balance. Either of these results could reduce any income from
those properties and reduce cash available for distribution, which may adversely affect your investment.

Risks Associated with Joint Ventures

The terms of joint venture agreements or other joint ownership arrangements into which we may enter
could impair our operating flexibility and our results of operations.

In connection with the purchase of real estate or making real estate-related investments, we may enter
into joint ventures with affiliated or unaffiliated partners. In addition, we may also purchase or develop proper-
ties in co-tenancies and other co-ownership arrangements with affiliates of The Shopoff Group, the sellers of
the properties, developers and/or similar persons. These structures involve participation in the investment by
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outsiders whose interests and rights may not be the same as ours. These joint venture partners or co-tenants
may have rights to take some actions over which we have no control and may take actions contrary to our
interests. For example, joint ownership of an investment, under certain circumstances, may involve risks not
associated with direct ownership of such investment, including the following:

*  a partner or co-investor might have economic and/or other business interests or goals which are
unlike or incompatible with our business interests or goals, including inconsistent goals relating to
the sale of properties held in a joint venture and/or the timing of the termination and liquidation of
the venture;

e such partners or co-investors may become bankrupt and such proceedings could have an adverse
impact on the operation of the partnership or joint venture;

e we may incur liabilities as the result of actions taken by joint venture partners in which we had no
direct involvement; and

*  such partners or co-investors may be in a position to take action contrary to our instructions or
requests or contrary to our policies and objectives or fail to take actions as we instruct, or in accor-
dance with our policies and objectives, including our policy with respect to qualifying and
maintaining our qualification as a REIT.

If we have a right of first refusal or buy/sell right to buy out a co-venturer or partner, we may be unable
to finance such a buy-out if it becomes exercisable or we may be forced to exercise those rights 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 purchase
an interest of a co-venturer subject to the buy/sell right, in which case we may be forced to sell our interest
when we would otherwise prefer to retain our interest. We may not be able to sell our interest in a joint
venture on a timely basis or on acceptable terms if we desire to exit the venture for any reason, particularly if
our interest is subject to a right of first refusal of our co-venturer or partner.

We may structure our joint venture relationships in a manner which could limit the amount we
participate in the cash flow or appreciation of an investment.

We may enter into joint venture agreements, the economic terms of which may provide for the distribu-
tion of income to us otherwise than in direct proportion to our ownership interest in the joint venture. For
example, while we and a co-venturer may invest an equal amount of capital in an investment, the investment
may be structured such that we have a right to priority distributions of cash flow up to a certain target return
while the co-venturer may receive a disproportionately greater share of cash flow than we are to receive once
such target return has been achieved. This type of investment structure may result in the co-venturer receiving
more of the cash flow, including appreciation, of an investment than we would receive. If we do not accu-
rately judge the appreciation prospects of a particular investment or structure the agreement appropriately, we
may incur losses on joint venture investments and/or have limited participation in the profits of a joint venture
investment, either of which could reduce our ability to make cash distributions to our stockholders.

Risks Associated With Our Organizational Structure

Your interest in us may be diluted if we issue additional shares in our offering or otherwise.

Existing stockholders and potential investors in our offering do not have preemptive rights to any shares
issued by us in the future. Our charter currently authorizes the issuance of 200,000,000 shares of common
stock. In addition, subject to any limitations set forth under Maryland law, our board of directors may increase
the number of authorized shares of capital stock, increase or decrease the number of shares of any class or
series of stock designated, or reclassify any unissued shares without the necessity of obtaining stockholder
approval. All such shares may be issued at the discretion of our board of directors.

Existing stockholders and investors purchasing shares in our offering may also experience dilution of
their equity investment in us in the event that we:

. sell additional shares in the future;
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. sell securities that are convertible into shares of our common stock;
e issue shares of our common stock in a private offering to institutional investors; or

e issue shares of our common stock to sellers of properties acquired by us in connection with an
exchange of limited partnership interests of Shopoff Partners (we have no intention of making such
exchanges at this time).

The limit on the number of shares a person could own may discourage a takeover attempt.

Our charter prohibits the ownership of more than 9.8% of the outstanding shares of common stock by
any one investor. This restriction may discourage a change of control and may deter individuals or entities
from making tender offers for our shares of common stock, which offers might otherwise be financially attrac-
tive to our stockholders and/or which might cause a change in our management. Further, this restriction may
limit the opportunity for stockholders to receive a premium for their shares of common stock that might
otherwise exist if an investor attempted to acquire in excess of 9.8% of our shares of common stock or other-
wise to effect a change of control of us.

Certain provisions of Maryland law and our charter and bylaws could hinder, delay or prevent a
change in control of our company.

Certain provisions of Maryland law, our charter and our bylaws have the effect of discouraging, delaying
or preventing transactions that involve an actual or threatened change in control of our company. These provi-
sions include the following:

e Number of Directors, Board Vacancies, Term of Office.  Under certain amendments to our charter
which will become effective at such time as a class of our equity securities is registered under the
Securities Exchange Act of 1934, as amended, or the Exchange Act (which will occur upon comple-
tion of our initial public offering), we have elected to be subject to certain provisions of Maryland
law which vest in the board of directors the exclusive right to determine the number of directors and
the exclusive right, by the affirmative vote of a majority of the remaining directors, to fill vacancies
on the board even if the remaining directors do not constitute a quorum.

e Classified Board. Under our charter, we have a classified board serving staggered, five-year terms,
which may lengthen the time required to gain control of our board of directors.

e Advance Notice Provisions for Stockholder Nominations and Proposals. Our bylaws require
advance written notice for stockholders to nominate persons for election as directors at, or to bring
other business before, any meeting of stockholders. This bylaw provision limits the ability of stock-
holders to make nominations of persons for election as directors or to introduce other proposals
unless we are notified in a timely manner prior to the meeting.

e Exclusive Authority of our Board to Amend the Bylaws. Our bylaws provide that our board of
directors has the exclusive power to adopt, alter or repeal any provision of the bylaws or to make
new bylaws. Thus, our stockholders may not effect any changes to our bylaws.

e Preferred Stock. Under our charter, our board of directors has authority to issue preferred stock
from time to time in one or more series and to establish the terms, preferences and rights of any
such series of preferred stock, all without approval of our stockholders.

e Duties of Directors with Respect to Unsolicited Takeovers. Maryland law provides protection for
Maryland corporations against unsolicited takeovers by limiting, among other things, the duties of
the directors in unsolicited takeover situations. The duties of directors of Maryland corporations do
not require them to (1) accept, recommend or respond to any proposal by a person seeking to
acquire control of the corporation, (2) authorize the corporation to redeem any rights under, or
modify or render inapplicable, any stockholders rights plan, (3) make a determination under the
Maryland Business Combination Act or the Maryland Control Share Acquisition Act, or (4) act or
fail to act solely because of the effect of the act or failure to act may have on an acquisition or
potential acquisition of control of the corporation or the amount or type of consideration that may be
offered or paid to the stockholders in an acquisition. Moreover, under Maryland law the act of the
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directors of a Maryland corporation relating to or affecting an acquisition or potential acquisition of
control is not subject to any higher duty or greater scrutiny than is applied to any other act of a
director. Maryland law also contains a statutory presumption that an act of a director of a Maryland
corporation satisfies the applicable standards of conduct for directors under Maryland law.

e Ownership Limit. In order to preserve our status as a REIT under the Code, our charter generally
prohibits any person, from beneficially or constructively owning more than 9.8% in value or in
number of shares (whichever is more restrictive) of the aggregate of our outstanding common stock
or more than 9.8% of the aggregate of our outstanding shares of capital stock unless our board of
directors waives or modifies this ownership limit.

*  Maryland Business Combination Act. The Maryland Business Combination Act provides that
unless exempted, a Maryland corporation may not engage in business combinations, including
mergers, dispositions of 10% or more of its assets, issuance of shares of stock and other specified
transactions, with an “‘interested stockholder” or an affiliate of an interested stockholder for
five years after the most recent date on which the interested stockholder became an interested stock-
holder, and thereafter unless specified criteria are met. An interested stockholder is generally a
person owning or controlling, directly or indirectly, 10% or more of the voting power of the out-
standing stock of a Maryland corporation. Our board of directors has adopted a resolution exempting
only transactions between us and our affiliates from this statute. Therefore, the provisions of the
Maryland Business Combination Act are applicable to business combinations between our company
and persons other than our affiliates.

*  Maryland Control Share Acquisition Act. Maryland law provides that “control shares” of a corpo-
ration acquired in a ““control share acquisition’ shall have no voting rights except to the extent
approved by a vote of two-thirds of the votes eligible to be cast on the matter under the Maryland
Control Share Acquisition Act. “Control shares” means shares of stock that, if aggregated with all
other shares of stock previously acquired by the acquiror, would entitle the acquiror to exercise
voting power in electing directors within one of the following ranges of the voting power:
one-tenth or more but less than one-third, one-third or more but less than a majority or a majority or
more of all voting power. A “control share acquisition” means the acquisition of control shares,
subject to certain exceptions. If voting rights of control shares acquired in a control share acquisition
are not approved at a stockholders’ meeting, then subject to certain conditions and limitations, the
issuer may redeem any or all of the control shares for fair value. If voting rights of such control
shares are approved at a stockholders’ meeting and the acquiror becomes entitled to vote a majority
of the shares of stock entitled to vote, all other stockholders may exercise appraisal rights. Our
bylaws contain a provision exempting acquisitions of our shares from the Maryland Control Share
Acquisition Act. However, our board of directors may amend our bylaws in the future to repeal or
modify this exemption, in which case any control shares of our company acquired in a control share
acquisition will be subject to the Maryland Control Share Acquisition Act.

Your investment return may be reduced if we are required to register as an investment company under
the Investment Company Act.

We are not registered as an investment company under the Investment Company Act of 1940, as
amended. If we were required to register as an investment company, our ability to enter into certain transac-
tions would be restricted by the Investment Company Act. Furthermore, the costs associated with registration
as an investment company and compliance with such restrictions could be substantial. In addition, registration
under and compliance with the Investment Company Act would require a substantial amount of time on the
part of Shopoff Advisors and its affiliates, thereby decreasing the time they spend actively managing our
investments. If we were required to register as an investment company but failed to do so, we would be
prohibited from engaging in our business, and criminal and civil actions could be brought against us. In
addition, our contracts would be unenforceable unless a court were to require 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

We will be subject to conflicts of interest arising out of relationships among us, our officers, Shopoff
Advisors and its affiliates, including the material conflicts discussed below. All references to affiliates of
Shopoff Advisors include The Shopoff Group and each other affiliate of The Shopoff Group and Shopoff
Advisors.

We will compete with affiliates of Shopoff Advisors in the acquisition of properties.

Affiliates of Shopoff Advisors have approximately 19 existing programs with investment objectives and
strategies similar to ours and such affiliates may sponsor or advise other similar programs in the future. These
existing and future programs may own properties located in geographical areas in which we may acquire
properties. Therefore, we may compete with affiliates of Shopoff Advisors in the purchase of properties.

If we enter into joint ventures with affiliates, we may face conflicts of interest or disagreements with
our joint venture partners that will not be resolved as quickly or on terms as advantageous to us as
would be the case if the joint venture had been negotiated at arm’s-length with an independent joint
venture partner. As a result, your returns may be decreased by us entering into joint ventures with
affiliates of Shopoff Advisors.

In the event that we enter into a joint venture with any other program sponsored or advised by Shopoff
Advisors or one of its affiliates, we may face certain additional risks and potential conflicts of interest. For
example, securities issued by the other Shopoff program may never have an active trading market. Therefore,
if we were to become listed on a national securities exchange, we may no longer have similar goals and
objectives with respect to the resale of our properties in the future. In addition, in the event that we are not
listed on a securities exchange, by August 29, 2017, our organizational documents provide for an orderly
liquidation of our assets upon the affirmative vote of our stockholders. In the event of such liquidation, any
joint venture between us and another Shopoft program may be required to sell its properties at such time. Our
joint venture partners may not desire to sell the properties at that time. Joint ventures between us and other
Shopoff programs will not have the benefit of arm’s-length negotiation of the type normally conducted
between unrelated co-venturers. Under these joint venture agreements, none of the co-venturers may have the
power to control the venture, and an impasse could be reached regarding matters pertaining to the joint ven-
ture, including the timing of a liquidation, which might have a negative impact on the joint venture and
decrease returns to you. Joint ventures with other Shopoff programs would also be subject to the risks associ-
ated with joint ventures with unaffiliated third parties described below.

Shopoff Advisors and employees of Shopoff Advisors and its affiliates will face conflicts of interest
relating to time management and allocation of resources, and our results of operations may suffer as a
result of these conflicts of interest.

Affiliates of Shopoff Advisors are active in other real estate programs having investment objectives
similar to ours or to which they have legal and fiduciary obligations similar to those they owe to us and our
stockholders. Because affiliates of Shopoff Advisors have interests in other real estate programs and also
engage in other business activities, they may have conflicts of interest in allocating their time and resources
between our business and these other activities. During times of intense activity in other programs and ven-
tures, they may devote less time and resources to our business than is necessary or appropriate. If Shopoff
Advisors, for any reason, is not able to provide sufficient resources to manage our business due to the other
activities of its affiliates, our business will suffer as we have no other personnel to perform these services.
Likewise, if Shopoff Advisors or its affiliates suffer financial and/or operational problems as a result of any of
the activities of its affiliates, whether or not related to our business, and Shopoff Advisors is unable to manage
our business, we will have no one to manage or dispose of our investments. Conflicts with our business and
interests are most likely to arise from involvement in activities related to:

e the allocation of new investments among us and affiliates of Shopoft Advisors;
e the allocation of time and resources among us and affiliates of Shopoff Advisors;
e the timing and terms of the investment in or sale of an asset;

e entitlement or management of our properties by affiliates of Shopoff Advisors;
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e investments with and/or sales to and acquisitions from affiliates of Shopoff Advisors; and

e compensation to Shopoff Advisors.

Shopoff Advisors will face conflicts of interest relating to its compensation structure. The distribution
payable to Shopoff Advisors upon termination of the advisory agreement may also influence decisions
about terminating Shopoff Advisors or our acquisition or disposition of investments.

Under the advisory agreement between us, Shopoft Partners and Shopoff Advisors, Shopoff Advisors
holds a subordinated participation interest in Shopoft Partners which entitles it to certain fees and distributions
that are structured in a manner intended to provide incentives to Shopoff Advisors to perform in our best
interests and in the best interests of our stockholders. Shopoff Advisors is entitled to receive fees including
acquisition and advisory fees, asset management fees and a subordinated disposition fee. The distributions
Shopoff Advisors may become entitled to receive would be payable upon distribution of distributable cash to
our stockholders, the listing of our shares or the termination of Shopoff Advisors as our advisor.

However, because Shopoff Advisors does not maintain a significant equity interest in us and is entitled to
receive substantial minimum compensation regardless of performance, Shopoff Advisors’ interests are not
wholly aligned with those of our stockholders. In that regard, the only fee Shopoff Advisors receives with
respect to on-going operation and management of properties is the asset management fee, which is based on
the amount of our initial investment and not the performance of those investments, which could result in
Shopoff Advisors not having adequate incentive to manage our portfolio to provide profitable operations
during the period we hold our investments. On the other hand, Shopoff Advisors could be motivated to recom-
mend riskier or more speculative investments in order to increase the fees payable to Shopoff Advisors or for
us to generate the specified levels of performance or distributable cash that would entitle Shopoff Advisors to
fees or distributions. In addition, Shopoff Advisors’ entitlement to fees upon the sale of our assets and to
participate in distributable cash could result in Shopoff Advisors recommending sales of our investments at the
earliest possible time at which sales of investments would produce the level of return which would entitle the
Advisor to compensation relating to such sales, even if continued ownership of those investments might be in
the best long-term interest of our stockholders.

The subordinated participation interest requires Shopoff Partners to make a distribution to Shopoft
Advisors upon termination of the advisory agreement, other than a termination by us because of a material
breach of the advisory agreement by Shopoff Advisors. This distribution will not be paid if we terminate the
advisory agreement after the listing of our shares. To avoid Shopoff Partners making this distribution, our
independent directors may decide against terminating the advisory agreement prior to listing our shares even
if, but for the requirement to make this distribution, termination of the advisory agreement would be in the
best interest of our stockholders. In addition, the requirement for Shopoff Partners to make this distribution
could cause our independent directors to make different investment or disposition decisions than they would
otherwise make, in order to satisfy Shopoft Partners’ obligation to the terminated advisor.

We may acquire assets from, or dispose of assets to, entities managed by Shopoff Advisors or its
affiliates, which could result in us entering into transactions on less favorable terms than we would
receive from an unrelated party and/or that negatively affect the public’s perception of us.

We may acquire properties or other real estate-related investments from entities which are managed by
affiliates of Shopoff Advisors. Further, we may also dispose of properties or other real estate-related invest-
ments to entities which are controlled by affiliates of Shopoff Advisors. Affiliates of Shopoff Advisors may
make substantial profits in connection with such transactions. Affiliates of Shopoff Advisors may owe fiduciary
and/or other duties to the selling or purchasing entity in these transactions, and conflicts of interest between us
and the selling or purchasing entities could exist in such transactions. Because our independent directors
would rely on the investment committee of Shopoff Advisors in identifying and evaluating any such transac-
tion, these conflicts could result in transactions based on terms that are less favorable to us than we would
receive from a third party. Also, the existence of conflicts, regardless of how they are resolved, might nega-
tively affect the public’s perception of us.
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The fees we pay Shopoff Advisors under the advisory agreement and the distributions payable to
Shopoff Advisors under the partnership agreement of Shopoff Partners were not determined on an
arm’s-length basis and therefore may not be on the same terms as those we could negotiate with a
third-party.

Our Sponsor and its affiliates have determined the fees and distributions payable to Shopoff Advisors and
its affiliates under the advisory agreement and the subordinated participation interest in Shopoff Partners. As a
result, these fees and distributions cannot be viewed as having been determined on an arm’s-length basis and
we cannot assure you that an unaffiliated third party would not be willing and able to provide to us the same
services at a lower price. Shopoff Advisors is entitled to receive fees including acquisition and advisory fees,
asset management fees and a subordinated disposition fee. The distributions Shopoff Advisors may become
entitled to receive would be payable upon distribution of distributable cash to our stockholders, the listing of
our shares or the termination of Shopoff Advisors as our advisor.

Risks Associated with Income Taxes

We will be subject to tax risks arising out of our election to be taxed as a REIT, including the material
risks discussed below. We strongly urge you to consult your own tax advisor concerning the effects of federal,
state and local income tax law on an investment in our stock or your individual tax situation.

Failure to qualify as a REIT would reduce our net income (if any) and cash available for
distributions.

Manatt, Phelps & Phillips, LLP, our legal counsel, has rendered an opinion to us in connection with our
offering that we will qualify as a REIT, based upon our representations as to the manner in which we are and
will be owned, invest in assets and operate, among other things. However, our qualification as a REIT will
depend upon our ability to meet, on an on-going basis, requirements regarding our organization and owner-
ship, distributions of our income, the nature and diversification of our income and assets, and other tests
imposed by the Internal Revenue Code. Manatt, Phelps & Phillips will not review our compliance with the
REIT qualification standards on an on-going basis. This means that we may fail to satisfy the REIT require-
ments in the future. Also, this opinion represents Manatt, Phelps & Phillips’ legal judgment based on the law
in effect as of the date of its issuance. Manatt, Phelps & Phillips’ opinion is not binding on the Internal Rev-
enue Service or the courts. Future legislative, judicial or administrative changes to the federal income tax laws
could be applied retroactively, which could result in our disqualification as a REIT.

The REIT qualification requirements are complex and there is only limited guidance available regarding
the interpretation of those requirements. We are a new entity, and our Sponsor and Advisor do not have expe-
rience operating a REIT. These factors may increase the likelihood that we will fail to meet on a continuing
basis one or more of the REIT qualification requirements.

If we fail to qualify as a REIT for any taxable year, we will be subject to federal income tax on our
taxable income at corporate rates. In addition, we would generally be disqualified from treatment as a REIT
for the four taxable years following the year of losing our REIT status. Losing our REIT status would reduce
our net earnings, if any, available for investment and/or distribution to stockholders because of the additional
tax liability that we would incur. In addition, distributions to stockholders would no longer qualify for the
dividends paid deduction, and we would no longer be required to make distributions. If this occurs, we might
be required to borrow funds and/or liquidate some investments in order to pay the applicable tax.

We may have accumulated C corporation earnings and profits that must be distributed in full in a
timely distribution in order to qualify as a REIT.

We have been classified as a C corporation prior to the proposed effective date of our REIT election.
During this period of time we have acquired and disposed of assets, conducted certain operations, and other-
wise engaged in activities that can result in the creation of earnings and profits for federal income tax
purposes. These activities are expected to continue for the remainder of our 2010 tax year up to the proposed
effective date of our election of REIT status. If we have accumulated earnings and profits for a tax year in
which we were classified as a C corporation rather than as a REIT, we must distribute in full our non-REIT
earnings and profits before the end of our first REIT year (expected to be the 2011 tax year) as a requirement
to qualify as an REIT.
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Calculations of earnings and profits for federal income tax purposes can be complex and subject to
uncertainties. While we intend to take the actions we deem necessary to meet this REIT qualification require-
ment, our calculations of accumulated earnings and profits may be subject to challenge by the tax authorities.
In such event, the tax authorities could assert that our efforts to meet this REIT qualification requirement were
not successful. Such an assertion, if made, would likely occur well after the distribution deadline described
above. If such an assertion were successful, the result could be the retroactive disqualification of our proposed
REIT status that would subject us and our shareholders to income tax rules generally applicable to C corpora-
tions and their shareholders.

Even if we qualify as a REIT for federal income tax purposes, we may be subject to other tax
liabilities that reduce our cash flow and our ability to make distributions to you.

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

e In order to qualify as a REIT, we must distribute annually at least 90% of our REIT taxable income
to our stockholders (which is determined without regard to the dividends paid deduction or net
capital gain). To the extent that we satisfy the distribution requirement but distribute less than 100%
of our REIT taxable income, we will be subject to federal corporate income tax on the undistributed
income.

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

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

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

e  Our taxable REIT subsidiaries will be subject to tax on their taxable income.

e If we have aggregate built-in gains in the assets that we own at the effective date of our REIT
elections, those gains may be taxed at the corporate level if recognized in a disposition that occurs
within the 10-year period beginning on the effective date of the election. It is uncertain whether we
will have any such built-in gains.

To maintain our REIT status, we may be forced to borrow funds during unfavorable market conditions
to make distributions to our stockholders, which could increase our operating costs and decrease the
value of your investment.

To qualify as a REIT, we must distribute to our stockholders each year at least 90% of our REIT taxable
income (which is determined without regard to the dividends paid deduction or net capital gain). At times, we
may not have sufficient funds to satisfy these distribution requirements and may need to borrow funds to
maintain our REIT status and avoid the payment of income and excise taxes. These borrowing needs could
result from (1) differences in timing between the receipt of cash and inclusion of income for federal income
tax purposes, (2) the effect of nondeductible capital expenditures, and/or (3) the creation of reserves. We may
need to borrow funds at times when the market conditions are unfavorable. Such borrowings could increase
our costs and reduce the value of our common stock.

To maintain our REIT status, we may be forced to forego attractive investment opportunities, which
could delay or hinder our ability to meet our investment objectives and lower the return on your
investment.

To qualify as a REIT, we must satisfy tests on an on-going basis concerning, among other things, the
sources of our income, 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
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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.

The extent of our use of taxable REIT subsidiaries may affect the value of our common stock relative
to the share price of other REITS.

We intend to conduct a portion of our business activities through one or more taxable REIT subsidiaries,
or TRSs. A TRS is a fully taxable corporation that may earn income that would not be qualifying REIT
income if earned directly by us. Our use of TRSs will enable us to engage in non-REIT qualifying business
activities, such as the sale of inventory properties. However, under the Internal Revenue Code, no more than
25% of the value of the assets of a REIT may be represented by securities of one or more TRSs. This limita-
tion may affect our ability to increase the size of our non-REIT qualifying operations. Furthermore, because
the income earned by our TRSs will be subject to corporate income tax and will not be subject to the require-
ment to distribute annually at least 90% of our REIT taxable income to our stockholders, our use of TRSs
may cause our common stock to be valued differently than the shares of other REITs that do not use TRSs in
the manner in which we expect to use them.

Even if we qualify as a REIT, we could be subject to an excise tax on non-arm’s-length transactions
with our taxable REIT subsidiaries.

In the event that any transaction between us and our TRSs is not conducted on an arm’s-length basis, we
could be subject to a 100% excise tax on such transactions. We believe that all such transactions will be
conducted on an arm’s-length basis, but there can be no assurance that the IRS will not successfully contest
the arm’s-length nature of such transactions or that we will be otherwise able to avoid the 100% excise tax.
Any such tax could adversely affect our overall profitability and the amounts of distributions to our
stockholders.

We may be required to pay a penalty or may not qualify as a REIT if the value of our taxable REIT
subsidiaries exceeds 25% of the value of our total assets at the close of any calendar quarter.

To qualify as a REIT, not more than 25% of the value of our total assets may be represented by the
securities of one or more taxable REIT subsidiaries at the close of any calendar quarter (subject to a 30-day
“cure” period following the close of the quarter). We will monitor the value of our investment in our TRSs in
relation to our other assets to comply with the test. There cannot be complete assurance that we will be suc-
cessful in that effort. Although we will seek to be prudent in valuing our investment in our TRSs and our
other assets, there can be no assurance that the IRS will not disagree with those determinations. In the event
of a more than de minimis failure of the test, we will not lose our REIT status as long as (i) the failure was
due to reasonable cause and not to willful neglect, (ii) we dispose of the assets causing the failure or other-
wise comply with the test within six months after the last day of the applicable quarter in which we identify
such failure, and (iii) we pay a tax equal to the greater of $50,000 or 35% of the net income from the non-
qualifying assets during the period in which we failed to satisfy the test. If there is a more than de minimis
failure of the test and we do not satisfy the requirements described in the preceding sentence, we would lose
our REIT status.

Certain of our business activities are potentially subject to the prohibited transaction tax, which could
reduce the return on your investment.

As a REIT, we will be subject to a 100% tax on any net income from “‘prohibited transactions.” In
general, prohibited transactions are sales or other dispositions of property to customers in the ordinary course
of business. Sales by us of inventory property at the REIT level would constitute prohibited transactions.

For these purposes, inventory property does not include foreclosure property. Examples of inventory
property include sales to customers of condominium units or subdivided lots in a development tract. The
determination of whether property is inventory property is fact-driven. Some of the relevant factors are the
number, frequency and continuity of sales, the duration of ownership, the level of sales activities, the types of
development activities undertaken with respect to the property, the purpose for acquisition of the property and
the reason for which the property is held, the substantiality of sales in relation to other business activities and
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statements by the taxpayer regarding the property. There is a safe harbor in the REIT rules exempting certain
sales from the prohibited transactions tax. In order to be in the safe harbor, certain factual tests must be
satisfied. We will attempt to meet the safe harbor requirements whenever practicable, but we cannot guarantee
that everyone of our sales of real property interests will take place within the safe harbor.

We intend to avoid the 100% prohibited transaction tax by conducting activities that would be prohibited
transactions through one or more TRSs. We may not, however, always be able to identify properties that will
become part of our “dealer” land sales business. Therefore, if we sell any properties at the REIT level that we
incorrectly identify as property not held for sale to customers in the ordinary course of business or that subse-
quently become properties held for sale to customers in the ordinary course of business, we may be subject to
the 100% prohibited transactions tax.

If Shopoff Partners, or any joint ventures in which Shopoff Partners invests, fails to maintain its status
as a partnership for federal income tax purposes, its income may be subject to taxation and we may
fail to satisfy the REIT asset requirements.

We intend to maintain the status of Shopoff Partners as a partnership for federal income tax purposes.
However, if the IRS were to successfully challenge the status of Shopoff Partners as a partnership, it would be
taxable as a corporation. In such event, this would reduce the amount of distributions that Shopoff Partners
could make to us. This could also result in our losing REIT status and becoming subject to a corporate level
tax on our own income. This would substantially reduce our cash available to pay distributions and the return
on your investment. In addition, if any of the entities through which Shopoff Partners owns its properties, in
whole or in part, loses its characterization as a partnership for federal income tax purposes, it would be sub-
ject to taxation as a corporation, thereby reducing distributions to Shopoft Partners. Such a recharacterization
of Shopoff Partners or an underlying property owner could also threaten our ability to maintain REIT status.

We may incur excess inclusion income that would increase the tax liability of our stockholders.

In general, dividend income that a tax-exempt entity receives from us should not constitute unrelated
business taxable income as defined in Section 512 of the Internal Revenue Code. If we realize excess inclu-
sion income and allocate it to stockholders, however, such income would be fully taxable as unrelated
business taxable income under Section 512 of the Internal Revenue Code. If the stockholder is foreign, it
would generally be subject to U.S. federal income tax withholding on this income without reduction pursuant
to any otherwise applicable income-tax treaty. U.S. stockholders would not be able to offset such income with
their operating losses.

Excess inclusion income could result if we held a residual interest in a real estate mortgage investment
conduit, or REMIC. Excess inclusion income also may be generated if we were to issue debt obligations with
two or more maturities and the payment terms on these obligations bore a relationship to the payments that
we received on our mortgage loans or mortgage-backed securities securing those debt obligations. The Internal
Revenue Service may determine that these borrowings give rise to excess inclusion income that should be
allocated among our stockholders. We may invest in equity securities of other REITs and it is possible that we
might receive excess inclusion income from those investments.

Misplaced reliance on legal opinions or statements by issuers of mortgage-backed securities and
government securities could result in a failure to comply with REIT gross income or asset tests.

When purchasing interests in other REITs, partnership interests, mortgage-backed securities and govern-
ment securities, we may rely on opinions of counsel for the issuer or sponsor of such securities, or statements
made in related offering documents, for purposes of determining whether and to what extent those securities
constitute REIT real estate assets for purposes of the REIT asset tests and product income that qualifies under
the REIT gross income tests. The inaccuracy of any such opinions or statements may harm our REIT qualifi-
cation and result in significant corporate level tax.
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Risks Related to Employee Benefit Plans and IRAs

We, and our investors that have employee benefit plans or IRAs, will be subject to risks relating specifi-
cally to our having employee benefit plans as stockholders, which risks are discussed below.

There are special considerations for pension or profit-sharing or 401(k) plans, health or welfare plans
or individual retirement accounts whose assets are being invested in our common stock.

If you are investing the assets of a pension, profit sharing or 401(k) plan, health or welfare plan, or an
IRA in us, you should consider:

e whether your investment is consistent with the applicable provisions of ERISA and the Internal
Revenue Code, or any other applicable governing authority in the case of a government plan;

e whether your investment is made in accordance with the documents and instruments governing your
plan or IRA, including your plan’s investment policy;

e whether your investment satisfies the prudence and diversification requirements of Sections
404(a)(1)(B) and 404(a)(1)(C) of ERISA;

e whether your investment will impair the liquidity of the plan or IRA;

e whether your investment will produce unrelated business taxable income, referred to as UBTI and as
defined in Sections 511 through 514 of the Internal Revenue Code, to the plan; and

e your need to value the assets of the plan annually.

You also should consider whether your investment in us will cause some or all of our assets to be con-
sidered assets of an employee benefit plan or IRA. We do not believe that under ERISA or U.S. Department
of Labor regulations currently in effect that our assets would be treated as “plan assets” for purposes of
ERISA. However, if our assets were considered to be plan assets, transactions involving our assets would be
subject to ERISA and/or Section 4975 of the Internal Revenue Code, and some of the transactions we have
entered into with Shopoff Advisors and its affiliates could be considered ‘““prohibited transactions’ under
ERISA and/or the Internal Revenue Code. If such transactions were considered “prohibited transactions”
Shopoff Advisors and its affiliates could be subject to liabilities and excise taxes or penalties. In addition, our
officers and directors, Shopoff Advisors and its affiliates could be deemed to be fiduciaries under ERISA,
subject to other conditions, restrictions and prohibitions under Part 4 of Title I of ERISA, and those serving as
fiduciaries of plans investing in us may be considered to have improperly delegated fiduciary duties to us.
Additionally, other transactions with ““parties-in-interest” or “‘disqualified persons’ with respect to an invest-
ing plan might be prohibited under ERISA, the Internal Revenue Code and/or other governing authority in the
case of a government plan. Therefore, we would be operating under a burdensome regulatory regime that
could limit or restrict investments we can make and/or our management of our properties. Even if our assets
are not considered to be plan assets, a prohibited transaction could occur if we or any of our affiliates is a
fiduciary (within the meaning of ERISA) with respect to an employee benefit plan purchasing shares, and,
therefore, in the event any such persons are fiduciaries (within the meaning of ERISA) of your plan or IRA,
you should not purchase shares unless an administrative or statutory exemption applies to your purchase.

28



SELECTED FINANCIAL DATA

As of As of As of
December 31, December 31, December 31,
2009 2008 2007

Balance Sheet Data:
TOtal ASSELS - . v v v e e e $20,209,309  $14,059,684 $ 999,584
Real estate investments . . . . ... ... ... 19,034,147 2,614,134 —
Notes receivable, net. . . .. ....................... 662,345 558,000 —
Real estate deposits. . ... ... ... . — 3,300,000 —
Total liabilities . . . . . . . ..o it 5,568,226 196,731 183,900
Notes payable secured by real estate investments. . . ... ... 4,900,000 — —
Accounts payable and accrued liabilities™ . ... ... ...... 536,047 64,596 —
Total stockholders equity . . . . ......... ... ......... 14,640,983 13,862,853 815,584
Total equity®. . . . ... ... 14,641,083 13,862,953 815,684
Operating data:
Revenues. . . ... $ 5471,709 $ 152,356 $ 1,665
Saleof real eState . . . . . . oo v $ 5,000,000 — —
BXPENSES . © o v o o et e e $ 4,912,116 $ 1,618,456 $ 163,631
Cost of salesof real estate . . . .. ................... 2,955,288 — —
Due diligence costs related to properties not acquired. . . . . . 45,827 1,027,888 —
Provision for income taxes. . . .. ... ... ... ... 138,486 — —
Net Income (10SS) . . . . . ..o it 421,107 (1,466,100) (161,966)
Net income (loss) per common share, basic® . . .. ... .. .. 0.22 (2.32) (7.68)
Net income (loss) per common share, diluted® . .. ... .. .. 0.20 (2.32) (7.68)
Weighted average number of shares outstanding, basic®. . . . 1,878,787 631,921 21,100
Weighted average number of shares outstanding, diluted® . . 2,095,537 631,921 21,100
Other Data:
Cash flows provided by (used in) operating activities . . . . . . $ (557,129) $(1,484,712) $ 1,665
Cash flows provided by (used in) investing activities . . . . . . (6,363,577) (6,521,276) —
Cash flows provided by (used in) financing activities . . . . . . (419,968) 15,292,134 (1,665)

(1) Excludes due to related parties, interest and income taxes payable

(2) Includes non-controlling interest

(3) Net income (loss) per share are based on the weighted average number of shares of common stock

outstanding
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DILUTION

Prior to the date the minimum offering was reached, we had 21,100 shares of common stock outstanding
which were issued to our sponsor, The Shopoff Group, for $9.50 per share. In addition, we issued an aggre-
gate of 173,750 shares (5,000 of which were returned to us upon the resignation of one of our directors, but
which were reissued to Kerry Vandell upon his appointment to our board) of restricted stock (stock that is
subject to restrictions on transferability and such other restrictions our compensation committee imposed at the
date of grant) to our directors and executive officers, pursuant to our 2007 equity incentive plan on the date
we reached the minimum offering of 1,700,000 shares. Taking into account the issuance of those shares to our
directors and executive officers, we had a net tangible book value of $200,450 or $1.03 per outstanding share
of common stock as of August 28, 2008. Net tangible book value per share is equal to our total tangible assets
reduced by the amount of our total liabilities and divided by the total number of shares of our common stock
outstanding.

Dilution in net tangible book value per share represents the difference between the amount per share paid
by purchasers of our shares in this offering and the net tangible book value per share immediately after the
completion of this offering assuming no changes in tangible book value due to increases in value of properties
purchased during the offering period. After giving effect to the sale in this offering of 2,000,000 shares of
common stock at $9.50 per share and 18,100,000 shares of common stock at $10.00 per share, the payment of
organization and offering expenses and the receipt by us of the net proceeds from this offering, our adjusted
net tangible book value per share would have changed from $1.03 to $7.63 per share (assuming the minimum
offering) or to $9.58 per share (assuming the maximum offering). This represents (i) an immediate increase in
net tangible stockholders’ equity of $14,255,000 to current stockholders and an immediate dilution of
$1.87 per share, or 19.7%, to new investors at the minimum offering amount and (ii) assuming the maximum
offering is raised, an increase in net tangible stockholders’ equity of $194,250,000 to current stockholders at
the $9.95 offering price and an immediate dilution of $0.37 per share, or 3.7%, to new investors, as illustrated
in the following table:

1,700,000 20,100,000

Minimum Maximum
Initial Public Offering Price per Share . ..................... $9.50 $9.951
Net Tangible Value per share at minimum offering . . ... ......... $1.03® $1.03
Increase per share attributable to new investors . .. ............. $6.60 $8.55
As adjusted net tangible book value per share after the offering . . . . . $7.63 $9.58
Dilution per share to new investors (dollars) . .. ............... $1.87 $0.37
Dilution per share to new investors (percentage) . .............. 19.7% 3.7%

(1) This number is based upon a weighted average per share price of $9.50 for 2,000,000 shares and $10.00
for 18,100,000 shares and assumes the sale of all 20,100,000 shares.

(2) This computation is based upon the 21,100 shares of common stock previously issued to our sponsor and
the 173,750 shares of restricted stock (5,000 of which were returned to us upon the resignation of one of
our directors, but which were reissued to Kerry Vandell upon his appointment to our board) issued to our
directors and executive officers (except William A. Shopoff) on the date the minimum offering was
reached.
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The tables below summarize, on an adjusted basis as described above, the differences between the total
consideration paid to us and the average price per share paid by current stockholders (our directors and execu-
tive officers) with respect to the shares of restricted stock issued to them on the date we reached the minimum
offering, and by new investors purchasing our shares of common stock in this offering assuming
2,000,000 shares are sold at $9.50 per share and 18,100,000 shares are sold at $10.00 per share.

Shares Issued to The Shopoff Group. . ..........
Shares to be Granted to Non-Officer Directors . . . . .
Shares to be Granted to Officer Directors. . .. ... ..
New Investors @ $9.50 per Share. . . ...........
New Investors @ $10.00 per Share. . ...........
Totals. . ... ...

Shares Issued to The Shopoff Group . . . ... ......
Shares to be Granted to Non-Officer Directors . . . . .
Shares to be Granted to Officer Directors. . .. ... ..
New Investors @ $9.50 per Share. . . ...........

New Investors @ $10.00 per Share. . ...........

(1) Gives effect to the issuance of 30,000 shares of restricted stock to our non-officer directors, and

Minimum Number of Shares Sold

Number® % Amount %
21,100 1.1% $ 200,450 1.2%
30,000 1.6% $ — 0.0%

143,750 7.6% $ — 0.0%
1,700,000 89.7%  $16,150,000 98.8%
— 0.0% — 0.0%
1,894,850 100.0%  $16,350,450 100.0%
Maximum Number of Shares Sold

Number™® % Amount %
21,100 0.1% $ 200,450 0.1%
30,000 0.1% $ — 0.0%
143,750 07% $ — 0.0%
2,000,000 9.9% $ 19,000,000 9.5%
18,100,000 89.2%  $181,000,000 90.4%
20,294,850 100.0%  $200,200,450 100.0%

143,750 shares of restricted stock to officer directors (except William A. Shopoff), on the date we reached

the minimum offering.
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ESTIMATED USE OF PROCEEDS OF THIS OFFERING

The principal use of the net proceeds will be to make long-term investments in undeveloped real estate
assets, improved residential and commercial real estate properties and real estate-related investments. We may
also use some net proceeds from this offering to retire existing debt that we may assume when acquiring
properties and to pay the fees and expenses due to Shopoff Advisors, Shopoff Securities, and their affiliates, as

applicable.

Our fees and expenses, as listed below, include the following:

e Organization and offering expenses are defined generally as all expenses incurred by and to be paid
from our assets in connection with the registration and the subsequent offer and distribution of our
shares to the public, including, but not limited to, reimbursements for costs to prepare sales materi-
als, sales seminars, and travel and lodging for the sales team, expenses for printing, engraving,
mailing, salaries of employees while engaged in sales activity, charges of transfer agents, registrars,
trustees, escrow holders, depositaries, experts, expenses of qualification of the sale of the securities
under federal and state laws, including taxes and fees, accountants’ and attorneys’ fees. The total
amount of organization and offering expenses is variable depending upon the length of the offering.

e Acquisition and advisory fees are defined generally as fees paid by any party to any person in
connection with identifying, reviewing, evaluating, investing in, and the purchase, development or
construction of properties, or the making of or investing in, mortgage loans or other real estate
investments. We will pay our advisor acquisition and advisory fees of 3.0% of the contract price of
each asset or the funds advanced pursuant to a mortgage loan. Acquisition and advisory fees do not
include acquisition expenses.

e Acquisition expenses include legal fees and expenses, travel expenses, costs of appraisals, nonre-
fundable option payments on property not acquired, accounting fees and expenses, title insurance
premiums and other closing costs and miscellaneous expenses relating to the selection, acquisition
and development of real properties.

The following table sets forth information concerning the estimated use of the gross proceeds of this
offering. Many of the figures set forth below represent our best estimate since they cannot be precisely deter-
mined at this time.

Minimum Offering Maximum Offering
$16,150,000 $200,000,000
Percent of Percent of
Gross Offering Gross Offering
Amount Proceeds Amount Proceeds

Gross Offering Proceeds . ............. $16,150,000 100.0% $200,000,000 100.0%
Less:

Selling Commissions'” . . ... ....... $ — 0.0% $ — 0.0%

Organizational and Offering Expenses. . $ 1,994,000 12.3% $ 5,750,000 _2.9%

Amount Available for Investment® . . . . . .. $14,156,000 87.7% 194,250,000 97.1%
Less:

Acquisition and Advisory Fees® . . ... $ 424,680 27% $ 5,827,500 2.9%

Initial Working Capital Reserve™®. . . .. $ 807,500 5.0%  $ 10,000,000 _ 5.0%

Amount Invested in Real Estate, and Real
Estate-Related Investments®. . . .. ... .. $12,923,820 80.0%  $178,422,500 89.2%

(1) We are not receiving a selling commission in connection with the offering. However, at the completion of
the offering and in the sole and absolute discretion of The Shopoft Group, a marketing fee is payable
from The Shopoft Group to our broker-dealer to assist our broker-dealer in discharging its obligations
under the Broker-Dealer Agreement and to cover administrative and operational costs. A monthly market-
ing fee of $100,000 is estimated based on the anticipated three-year term of the offering and is
non-refundable to The Shopoff Group. Payment of the marketing fee from The Shopoff Group to our
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broker-dealer may also be withheld to the extent that such fee would result in our broker-dealer receiving
total underwriting compensation in excess of that which is permitted under the rules of FINRA.

Until required in connection with the acquisition of real estate or real estate-related investments, substan-
tially all of the net proceeds of the offering may be invested in short-term, highly-liquid investments
including government obligations, bank certificates of deposit, short-term debt obligations and interest-
bearing accounts or other authorized investments as determined by our board of directors.

For purposes of this table, we have assumed that we will use the full ““Amount Available for Investment”
to acquire investments and to pay related expenses and that the acquisition and advisory fees will equal
3% of (1) the purchase price of real estate investments acquired directly by us, including any debt attrib-
utable to these investments, or (2) our pro rata share of the gross asset value of real estate investments
held by another entity when we make an investment indirectly through another entity. As a result, if we
raise the minimum offering and 87.7% of those proceeds are applied to investments and related fees and
expenses, acquisition and advisory fees would equal 2.7% of gross offering proceeds. If we raise the
maximum offering and 97.1% of those proceeds are applied to investments and related fees and expenses,
acquisition fees would equal 2.9% of gross offering proceeds. For purposes of this table we have also
assumed that we will not use debt in making investments. If we raise the maximum of $200,000,000 in
the offering and all of our investments are 100% leveraged at the time we make them, total acquisition
fees would be approximately $12,000,000 (3% of $400,000,000 leveraged amount). In addition, to the
extent any joint venture partners contribute funds for investment by joint ventures in which we invest,
those funds would increase the maximum amount of our investments and, as a result, the maximum
acquisition fees. At this time, we cannot estimate the amounts of funds that may be provided by joint
venture partners.

A portion of the proceeds of this offering will be reserved to meet working capital needs and contingen-
cies associated with our operations. See the ‘“Management’s Discussion and Analysis of Financial
Condition and Results of Operations” section of the prospectus for a discussion of the capital plan that
we will establish for our investments.

Includes amounts anticipated to be invested in acquisition and entitlements of properties net of fees, but
including expenses. We estimate that at least a minimum of 80.0% to a maximum of 89.2% of the pro-
ceeds received from the sale of shares will be used to acquire and entitle properties.

Shopoff Advisors is entitled to receive a cumulative monthly asset management fee of one-twelfth of 2%

of aggregate assets value for operating assets, one-twelfth of 2% of the total contract price plus capitalized
entitlement and project related costs for real estate assets held for less than or equal to one year, one-twelfth
of 2% of the appraised value for real estate assets held for greater than one year and one-twelfth of the
appraised value of the underlying property, for any real estate-related investment held by us not to exceed
one-twelfth of 2% of the funds advanced by us for the purchase of the real estate-related investment. “Aggre-
gate assets value” means, for any period, our aggregate asset value invested, directly or indirectly, in equity
interests in and loans secured by real estate, before deducting depreciation, bad debts or other similar non-cash
reserves, computed by taking the aggregate of such values at the end of each month during such period.
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INVESTMENT OBJECTIVES AND CRITERIA

Our Business and Objectives

Our objective is to acquire a portfolio of undeveloped real estate assets that present “value-added”
opportunities for our stockholders and to:

e preserve, protect and return your capital contributions;
e realize capital appreciation upon the sale of our properties;
e provide periodic dividends;

e provide you with liquidity for your investment by listing the shares on a national securities exchange
by August 29, 2017 or, if our shares are not listed prior to that date, by selling our real estate and
real estate-related investments and distributing the cash to you.

Consistent with our investment objectives, we will invest in properties with the following attributes:
e the potential for an annual internal rate of return in excess of 30% on a compounded basis;

e the potential for a sharp increase in value due to such factors as a recent or potential future zoning
change or other opportunity where a property might lie in the path of progress;

e characteristics of the property enable us to ascertain that we could purchase the property at a dis-
count from current market value;

o geographic location in California, Nevada, Arizona, Hawaii, or Texas;

e potential for capital appreciation;

e potential for economic growth in the community in which the property is located;
e prospects for liquidity through sale, financing or refinancing of the property;

*  moderate competition from existing properties;

e Jocation in a market in which we have familiarity based upon past experience or we have an advan-
tage based upon our experience in repositioning properties;

e potential for development of the property into income property.

We cannot assure you that we will attain these objectives or that our invested capital will not decrease.
Our investment objectives will not be altered if less than the maximum offering amount is raised; however, if
only the minimum offering amount is raised, the number of properties purchased may be substantially
reduced.

While real estate investing involves considerable risk, the members of the investment committee of
Shopoff Advisors possess considerable experience in the real estate sector, which we believe will help enable
us to identify appropriate properties to meet our objectives and goals. Overall, we intend to focus on provid-
ing our stockholders with a stable asset base and a strategy for growth consistent with preservation of capital.

The recent focus of our acquisitions has been on distressed or opportunistic property offerings. The
current real estate market has generated a supply of real estate projects that are all partially or completely
developed versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value
of real property through redesign and engineering refinements and removes much of the entitlement risk that
we expected to undertake. Although acquiring distressed assets at greatly reduced prices from the peaks of
2005-2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more
assets than previously contemplated.

We believe there will be continued distress in the real estate market in the near term and expect this to
put downward pressure on near term prices. Our view of the mid to long term is more positive, and we expect
property values to improve over the four- to ten-year time horizon. Our plan is to be in a position to capitalize
on these opportunities for capital appreciation.
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Investment in Undeveloped Real Estate Assets

Our primary focus will be to invest in undeveloped real estate assets that present ““value-added’ opportu-
nities or other opportunistic investments for our stockholders. “Undeveloped real estate” means any real
property that (a) has no development or construction in process on the land, (b) no development or construc-
tion on such land is planned to commence within one year, and (c) produces no rental or other operating
income. We will oversee all entitlement work on our properties acquired and, upon completion of such entitle-
ment work and at the appropriate time, we will sell the properties and distribute any profits as provided in the
section of this prospectus entitled ““Agreement of Limited Partnership — Distributions.”

Because we expect that the majority of the properties we acquire will not generate any operating cash
flow, our stockholders should have the expectation that no substantial income will be generated from our
operations for at least four years from the time we begin property acquisitions. As discussed in more detail in
this section, some of our investment activities may generate cash flow; however, our primary activity will be
to buy, hold and sell undervalued, undeveloped real estate assets and to generate returns to our stockholders
upon disposition of such properties. The land acquired may be zoned for residential, commercial or industrial
uses. We will make changes in investment allocations and percentages based upon our evaluation of current
market conditions.

Returns from development of undeveloped properties are subject to risks and uncertainties associated
with obtaining development permits and environmental and other mandates/concerns of governmental entities
and/or community groups.

Other Property Acquisitions

Although we anticipate that our focus will be on undeveloped real estate assets our charter and bylaws do
not preclude us from acquiring other types of properties. We may acquire other real estate assets, including,
but not limited to, improved properties, partially improved properties, particularly those in which there is a
potential for a change in use, such as an industrial building changing to high density residential. There is no
percentage of the capital raised in this offering that would be reserved for improved properties. We would
consider all property types that meet our overall objectives of achieving optimal yield with a commensurate
amount of risk.

In addition to fee simple interests, we may acquire long-term leasehold interests and leasehold estates.
Other methods of acquiring a property may be used when advantageous. For example, as discussed below, we
may acquire properties through a joint venture or the acquisition of substantially all of the interests of an
entity that owns real property.

In addition, when and as determined appropriate by Shopoff Advisors and as approved by our board of
directors, the portfolio may also include real estate or real estate-related investments relating to properties in
various other stages of development. These stages would include, without limitation, property to be redevel-
oped and repositioned, newly constructed properties and properties in the midst of lease-up or other
stabilization, all of which will have limited or no relevant operating histories and no current income. Shopoff
Advisors will make this determination based upon a variety of factors, including the available risk adjusted
returns for such and all other properties, the appropriate diversification of the portfolio, our objectives of
realizing capital appreciation upon the sale of properties, and the potential for generating dividend income
from the net operating income of our income property portfolio.

We may enter into purchase and leaseback transactions, under which we will purchase a property from an
entity and lease the property back to such entity under a net lease.

We do not intend to purchase interests in hedge funds.

We do not intend to incur aggregate indebtedness in excess of 100% of the aggregate estimated fair
market value of all our properties, as determined at the end of each calendar year beginning with our first full
year of operations. Estimates of the fair market value will be determined each year by a majority of our
directors, in a similar manner as the estimated fair market value determination at the time of purchase.
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Shopoff Advisors or its affiliates may purchase properties in their own name, assume loans in connection
with the purchase of properties and temporarily hold title to such properties for the purpose of facilitating our
acquisition of such property, borrowing money or obtaining financing, completing construction of the property
or for any other purpose related to our business. We may also acquire properties from affiliates of Shopoff
Advisors and entities advised or managed by Shopoff Advisors or its affiliates. Such acquisitions must be
approved by a majority of our directors, including a majority of our independent directors, and supported by
an independent appraisal prepared by an appraiser who is a member in good standing of the American Insti-
tute of Real Estate Appraisers or similar national organization selected by the independent directors. In order
to qualify as an “independent” for this purpose, the person or entity must have no material current or prior
business or personal relationship with Shopoft Advisors or directors and must be engaged to a substantial
extent in the business of rendering opinions regarding the value of assets of the type held by us.

Making Loans and Investments in Mortgages

We are not a mortgage bank or portfolio lender. We do not intend to engage in the business of originat-
ing, warehousing or servicing real estate mortgages. If we engage in any such activities, it will be only as an
ancillary result of our main business of investing in real estate properties. We may provide seller financing on
certain properties if, in our judgment, it is prudent to do so. However, our main business is not investing in
real estate mortgages, mortgage-backed securities or other securities.

We will not make loans to other entities or persons unless secured by mortgages, and we will not make
any mortgage loans to Shopoff Advisors or any of its affiliates. We will not make or invest in mortgage loans
unless we obtain an appraisal concerning the underlying property from a licensed independent appraiser. We
will maintain such appraisal in our records for at least five years, and will make it available during normal
business hours for inspection and duplication by any stockholder at such stockholder’s expense. In addition to
the appraisal, we will seek to obtain a customary lender’s title insurance policy or commitment as to the
priority of the mortgage or condition of the title.

We will not make or invest in mortgage loans on any one property if the aggregate amount of all mort-
gage loans outstanding on the property, including our loans, would exceed 80% of the appraised value of the
property as determined by an appraisal from a licensed independent appraiser, unless we find substantial
justification due to the presence of other underwriting criteria. In no event will our acquisition price for mort-
gage loans exceed the appraised value of the property as of the date of the loans.

All of our mortgage loans must provide for at least one of the following:

e except for differences attributable to adjustable rate loans, equal periodic payments on a schedule
that would be sufficient to fully amortize the loan over a 20 to 40 year period;

e payments of interest only for a period not greater than ten years with the remaining balance payable
in equal periodic payments on a schedule that would fully amortize the loan over a 20 to 30 year
period; or

e payment of a portion of the stated interest currently and deferral of the remaining interest for a
period not greater than five years, with the remaining principal and interest payable in equal periodic
payments on a schedule that would fully amortize the loan over a 20 to 35 year period.

We will not invest in real estate contracts of sale otherwise known as land sale contracts.

We will not make or invest in any mortgage loans that are subordinate to any mortgage or equity interest
of our advisor, any director, officer or any of their affiliates.

We will not invest in subordinated secured indebtedness except where the amount of total indebtedness
secured by that property does not exceed 80% of the appraised value of such property. In addition, the value
of all such investments, as shown on our books in accordance with accounting principles generally accepted in
the United States of America, after all reasonable reserves but before provision for depreciation, will not
exceed 25% of our total assets.
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Investment in Securities

We will invest in equity securities of another entity, other than our operating partnership or a wholly-
owned subsidiary, only if a majority of our directors, including a majority of the independent directors not
otherwise interested in such transaction, approve the transaction as being fair, competitive, commercially
reasonable and consistent with our investment objectives. Our objectives will include the opportunity to obtain
a 100% return on our investment in these securities. We may also invest in community facilities district
bonds. We will limit this type of investment to 25% of our total assets, subject to certain tests for REIT
qualification. Investments in entities affiliated with Shopoff Advisors, any officer, director or affiliates must be
approved by a majority of the independent directors. We may purchase our own securities when traded on a
secondary market or on a national securities exchange or national market system, if a majority of the directors
determine such purchase to be in our best interests (in addition to repurchases made pursuant to our 2007
equity incentive plan which are subject to the right of first refusal upon transfer by plan participants). We may
in the future acquire some, all or substantially all of the securities or assets of other REITs or similar entities
where that investment would be consistent with our investment policies and the REIT qualification require-
ments. We do not anticipate investing in the securities of other entities for the purpose of exercising control
over that entity. In any event, we do not intend that our investments in securities will require us to register as
an “investment company’’ under the Investment Company Act, and we intend to divest securities before any
such registration would be required.

We do not intend to engage in trading, underwriting, agency distribution or sales of securities of other
issuers. We would consider an investment in the securities of another firm that is not in the real estate busi-
ness, but whose underlying assets consist of significant real estate holdings.

General Competitive Conditions

We will face several issues related to our business plan that could add to the risk of your investment in
us.

One issue we will encounter relates to the markets we select for investments. Real estate is a generally a
local market although these local markets can be impacted by macro-economic conditions (interest rates,
employment growth rates, consumer confidence, national politics). The success of our projects will be
impacted by our ability to gauge regional economic conditions and seek out opportunities where gaps in the
market exist.

We also will be subject to competition from other firms seeking to do business within the same market
niche. Among our competition would be pension funds and those firms funded by pension funds, investment
banking businesses who have committed capital to this business line, privately held investment firms based
both locally and regionally, and homebuilders and developers who have sufficient resources to hold land for
long term investment. As the lead time for our investments to maturity is lengthy, we will have to analyze and
project future demand in addition to accounting for other competition in the same investment area. As there
are numerous competitors in each market with potentially similar business plans, the presence of this localized
competition could adversely impact our investment returns.

The markets we select for investment as well as the competition within these markets we select for
investment could be impacted by capital markets and the availability of funds from these capital sources.
Whether we are purchasing an investment or selling an investment that we have held for a period of time, our
ability to purchase at a price which will provide us the best opportunity for long-term appreciation or to sell
an investment at a price which will take advantage of the investments long-term appreciation will depend on
the availability of capital at the time the purchasing or selling is taking place.

Investment Company Act

If for any reason we were required to register as an investment company, we would have to comply with
a variety of substantive requirements under the Investment Company Act imposing, among other things:

e limitations on capital structure;
e restrictions on specified investments;

o prohibitions on transactions with affiliates; and
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e compliance with reporting, record keeping, voting, proxy disclosure and other rules and regulations
that would significantly change our operations.

We intend to operate in such a manner that we will not be subject to regulation under the Investment
Company Act. In order to maintain our exemption from regulation under the Investment Company Act, we
must comply with technical and complex rules and regulations.

Specifically, in order to maintain our exemption from regulation as an investment company under the
Investment Company Act, we intend to engage primarily in the business of investing in interests in real estate
and to invest the proceeds of the offering within one year after the offering ends. If we are unable to invest a
significant portion of the proceeds of this offering in properties within one year of the termination of the
offering, we may avoid being required to register as an investment company under the Investment Company
Act by temporarily investing any unused proceeds in government securities with low returns. Investments in
government securities likely would reduce the cash available for distribution to investors and possibly lower
your returns.

In order to avoid coming within the application of the Investment Company Act either as a company
engaged primarily in investing in interests in real estate or under another exemption from the Investment
Company Act, the investment committee of our advisor may be required to impose limitations on our invest-
ment activities. In particular, the investment committee of our advisor may limit the percentage of our assets
that fall into certain categories specified in the Investment Company Act, which could result in us holding
assets we otherwise might desire to sell and selling assets we otherwise might wish to retain. In addition, we
may have to acquire additional assets that we might not otherwise have acquired or be forced to forego invest-
ments that we would otherwise want to acquire and that could be important to our investment strategy. On a
limited basis, we may invest in preferred equity securities and mortgage loans. The investment committee of
our advisor will monitor such investments to ensure continued compliance with one or more exemptions from
“investment company’’ status under the Investment Company Act and, depending on the particular characteris-
tics of those investments and our overall portfolio, the investment committee of our advisor may be required
to limit the percentage of our assets represented by preferred equity securities or mortgage loans.

Our Operating Partnership

We will conduct our business and own properties through our operating partnership, Shopoff Partners and
its wholly-owned subsidiaries. Shopoff Partners will be governed by its Agreement of Limited Partnership, a
copy of which may be obtained from us. We and Shopoff Advisors are the two limited partners of Shopoff
Partners, and our wholly owned subsidiary, Shopoff General Partner, LLC, a Delaware limited liability com-
pany, is the sole general partner of Shopoff Partners. Accordingly, we will have indirect control over the
affairs of our operating partnership. We will delegate to Shopoff Advisors the management of the day-to-day
affairs of our operating partnership.

Investment Policies

Decisions relating to the purchase and sale of properties will be made by the investment committee of
our advisor consisting of William A. Shopoff, the President of our advisor, Kevin Bridges, the Chief Financial
Officer of our advisor, Edward Fitzpatrick, the Executive Vice President of our advisor, and Tim McSunas, the
Chief Investment Officer of our advisor. See “Management” for a description of the background and experi-
ence of our directors and officers. The investment committee will be subject to oversight by our board of
directors, but will have discretion with respect to the selection of specific properties. Once selected, the invest-
ments must be approved by a majority of our board of directors, including a majority of the independent
directors, as being fair and reasonable to us and consistent with our investment objectives. If the board
approves a given acquisition, then our advisor will be directed to acquire the property on our behalf, if such
acquisition can be completed on terms approved by the board.

Our board of directors has established written policies on investment objectives and borrowing. Our
board is responsible for monitoring the administrative procedures, investment operations and our performance
and Shopoff Advisors to ensure such policies are carried out. The independent directors will review our invest-
ment policies at least annually to determine that our policies are in the best interests of our stockholders and
will set forth their determinations in the minutes of the board meetings. You will have no voting rights with
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respect to implementing our investment objectives and policies, all of which are the responsibility of our
board of directors and the investment committee of our advisor and may be changed at any time.

We initially plan to acquire properties primarily in California, but also in Nevada, Arizona, Hawaii and
Texas. These states would be the primary targets for acquisitions consisting of approximately 75% of our
portfolio. We expect that properties located outside of these states, particularly properties not located in the
western United States, would comprise approximately 25% of our portfolio. If we invest in any properties
outside of this targeted geographic area, such properties must have the potential to bring a higher return than
in the states we have named in order to compensate for the lack of proximity to our headquarters. We will
always seek to operate in markets in which members of our board of directors and our advisor have direct and
recent experience. In the case of outlying markets we would likely seek a local partner in the investment in a
joint venture arrangement.

We are not specifically limited in the number or size of properties we may acquire. Assuming the maxi-
mum offering is sold, we generally do not intend to invest more than 20% of the gross proceeds of this
offering in any one property, although we may do so with the approval of a majority of our board of directors.
The number and mix of properties we acquire will depend upon real estate and market conditions and other
circumstances existing at the time we are acquiring our properties and the amount of net proceeds we raise in
this offering.

The sheltering from tax of income from other sources is not our objective.

We will not close the purchase of any property unless and until we obtain an environmental assessment, a
minimum of Phase I review, for each property purchased and are generally satisfied with the environmental
status of the property, as determined by Shopoff Advisors.

In determining whether to purchase a particular property, we may, in accordance with customary industry
practice, obtain an option on such property exercisable within two to five years. The amount paid for an
option, if any, is normally forfeited if the property is not purchased, and is normally credited against the
purchase price if the property is purchased. Generally, this will allow us to make a substantially higher return
on our capital in exchange for bearing the risk of unexercised options. In such cases, we would record a
Memorandum of Option on the title.

Other investment policies, deviations from which require our board of directors’ approval, are as follows:

e We will not repurchase or otherwise reacquire our shares or other securities, except (i) in the case of
shares issued under our 2007 equity incentive plan which are subject to the right of first refusal
upon transfer by plan participants, and (ii) when and if shares of our common stock are traded on a
secondary market or on a national securities exchange or national market system, if a majority of the
directors determine such purchase to be in our best interests.

e We will not issue our shares on a deferred payment basis or other similar arrangement.
e We will not invest in the securities of other issuers for the purpose of exercising control.
e We will not engage in underwriting or the agency distribution of securities issued by others.
. We do not intend to make distributions-in-kind, except for:
e distributions of readily marketable securities.

e distributions of beneficial interests in a liquidating trust established for our dissolution and the
liquidation of our assets in accordance with the terms of the Maryland General Corporations
Law; or

e distributions of property which meet all of the following conditions:

o our board of directors advises each stockholder of the risks associated with direct owner-
ship of the property;

e our board of directors offers each stockholder the election of receiving in-kind property
distributions; and
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e our board of directors distributes in-kind property only to those stockholders who accept
the directors’ offer.

We anticipate that the purchase price of properties we acquire will vary widely depending on a number
of factors, including size and location. In addition, the cost to us will vary based on the amount of debt we
incur in connection with financing the acquisition. If only the minimum offering amount is sold, we will not
be able to purchase a significant number of properties for our portfolio and may only be able to purchase one
property. If the maximum offering amount is sold, we will likely acquire a substantial number of properties;
however, it is difficult to predict with precision the actual number of properties that we will actually acquire
because the purchase prices of properties varies widely and our investment in each will vary based on the
amount of leverage we use.

Funds raised in the offering are held in our own separate account at Wells Fargo, Bank, N.A., pending
investment in properties, in readily marketable, interest-bearing securities which will allow us to continue to
qualify as a REIT. Such investments will be highly liquid and provide for appropriate safety of principal and
may include, but will not be limited to, investments such as bank money market accounts, short-term CDs
issued by a bank or other short-term securities issued or guaranteed by the U.S. government.

Joint Ventures

We may invest in limited partnerships, general partnerships and other joint venture arrangements with
other real estate entities programs formed by, sponsored by or affiliated with Shopoff Advisors or an affiliate
of Shopoff Advisors, if a majority of our independent directors who are not otherwise interested in the trans-
action approve the transaction as being fair and reasonable to us and our stockholders and on substantially the
same terms and conditions as those received by the other joint venturers. We may also invest with nonaffili-
ated third parties by following the general procedures to obtain approval of an acquisition.

We will invest in limited partnerships, general partnerships or other joint venture arrangements with
Shopoff Advisors and its affiliates only when:

*  we are the managing member of a limited liability company or the general partner of a limited
partnership and we are receiving a larger share of the profits than our capital represents to the
overall venture;

e we are investing with a local operating partnership over which we have management control thereby
allowing us to exert control over operations and the disposition of the assets within the venture;

e we have the right of first refusal if the joint venturer wishes to sell its interest in the property to a
third party;

e there are no duplicate property management or other fees; and

e the investment of each entity is on substantially the same terms and conditions or on terms and
conditions more favorable to us.

We may invest in limited partnerships, general partnerships or other joint venture arrangements with
Shopoff Advisors and its affiliates to allow us to increase our equity participation in such venture as additional
proceeds of this offering are received, with the result that we will own a larger equity percentage of the
property. In addition, we will have the right to enter into joint venture arrangements with entities unaffiliated
with Shopoff Advisors and its affiliates.

There is a potential risk that we and our joint venture partner will be unable to agree on a matter material
to the joint venture and we may not control the decision. Furthermore, we cannot assure you that we will have
sufficient financial resources to exercise any right of first refusal.

Our Policies with Respect to Borrowing

When we think it is appropriate, we will borrow funds to acquire or finance properties. We may later
refinance or increase mortgage indebtedness by obtaining additional loans secured by selected properties, if
favorable financing terms are available. We will use the proceeds from such loans to acquire additional prop-
erties for the purpose of increasing our cash flow and providing further diversification. We anticipate that
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aggregate borrowings, both secured and unsecured, will not exceed 100% of all of our properties’ combined
estimated fair market values, as determined at the end of each calendar year beginning with our first full year
of operation. In addition, we anticipate that no property will be encumbered by indebtedness or financed by
unsecured indebtedness in excess of 80% of its estimated fair market value. Our board of directors will review
our aggregate borrowings at least quarterly to ensure that such borrowings are reasonable in relation to the
aggregate value of our real estate assets. The amount of such borrowings in relation to the aggregate value of
our real estate assets will not exceed 100%. We may also incur indebtedness to finance improvements to
properties and, if necessary, for working capital needs and/or to meet the distribution requirements applicable
to REITs under the federal income tax laws.

When incurring secured debt, we generally intend to incur only nonrecourse indebtedness, which means
that the lenders’ rights upon our default generally will be limited to foreclosure on the property that secured
the obligation. If we incur mortgage indebtedness, we will endeavor to obtain level payment financing, mean-
ing that the amount of debt service payable would be substantially the same each year, although some
mortgages are likely to provide for one large payment and we may incur floating or adjustable rate financing
when our board of directors determines it to be in our best interest.

Our board of directors controls our policies with respect to borrowing and may change such policies
without stockholder approval.

Sale or Disposition of Properties

The investment committee of Shopoff Advisors will determine whether a particular property should be
sold or otherwise disposed of after consideration of the relevant factors, including appreciation of the property
and market conditions, with a view toward achieving our principal investment objectives.

In general, we intend to hold properties, prior to sale, for a minimum of two years. When appropriate to
minimize our tax liabilities, we may structure the sale of a property as a “like-kind exchange” under the
federal income tax laws so that we may acquire qualifying like-kind replacement property meeting our invest-
ment objectives without recognizing taxable gain on the sale. Furthermore, our general policy will be to
reinvest in additional properties proceeds from the sale, financing, refinancing or other disposition of our
properties that represent our initial investment in such property or, secondarily, to use such proceeds for the
maintenance or repair of existing properties or to increase our reserves for such purposes. The objective of
reinvesting such portion of the sale, financing and refinancing proceeds is to increase the total value of real
estate assets that we own to pay distributions to our stockholders.

Despite this policy, our board of directors, in its discretion, may distribute to our stockholders all or a
portion of the proceeds from the sale, financing, refinancing or other disposition of our properties. In deter-
mining whether any of such proceeds should be distributed to our stockholders, our board of directors will
consider, among other factors, the desirability of properties available for purchase, real estate market condi-
tions and compliance with the REIT distribution requirements. Because we may reinvest such portion of the
proceeds from the sale, financing or refinancing of our properties, we could hold our stockholders’ capital
until the REIT is liquidated or listed on a national securities exchange. However, the affirmative vote of
stockholders controlling a majority of our outstanding shares of common stock may force us to liquidate our
assets and dissolve.

While it is our intention to hold each property we acquire for a minimum of two years, circumstances
might arise which could result in the early sale of some properties. A property may be sold before the end of
the expected holding period if:

e in the judgment of Shopoff Advisors, the value of a property might decline substantially;
e an opportunity has arisen to acquire other properties; or
* in our judgment, the sale of the property is otherwise in our best interests.

The determination of whether a particular property should be sold or otherwise disposed of will be made
after consideration of the relevant factors, including prevailing economic conditions, with a view to achieving
maximum capital appreciation. We cannot assure you that this objective will be realized. In connection with
sales of our properties, we may lend the purchaser all or a portion of the purchase price. In these instances,
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our taxable income may exceed the cash received in the sale. The terms of payment will be affected by cus-
tom in the area in which the property being sold is located and the then-prevailing economic conditions.

In connection with a sale of a property, our general preference will be to obtain an all-cash sale price.
However, we may accept a purchase money obligation secured by a mortgage on the property as partial
payment. There are no limitations or restrictions on our taking such purchase money obligations. The terms of
payment upon sale will be affected by custom in the area in which the property being sold is located and the
then prevailing economic conditions. To the extent we receive notes, securities or other property instead of
cash from sales, such proceeds, other than any interest payable on such proceeds, will not be included in net
sale proceeds available for distribution until and to the extent the notes or other property are actually paid,
sold, refinanced or otherwise disposed of. Thus, the distribution of the proceeds of a sale to you as a stock-
holder, to the extent contemplated by our board of directors, may be delayed until that time. In such cases, we
will receive payments in the year of sale in an amount less than the selling price and subsequent payments
will be spread over a number of years.

Our Long-Term Investment Objectives

Our long-term investment objective is the preservation of capital and capital appreciation. We anticipate
that by 2017, our board of directors will determine when, and if, to apply to have our shares of common stock
listed for trading on a national securities exchange or included for quotation on a national market system, if
we meet the then applicable listing requirements. We believe that listing our shares on a national securities
exchange may allow us to increase our size, portfolio diversity, stockholder liquidity, access to capital and
stability, and to decrease our operating costs. In this regard, our board of directors may consider listing our
shares on a national securities exchange in the future. However, we cannot assure you that such listing will
ever occur. If it is not feasible or desirable to list our shares or include them on a national market system by
2017, we will submit for a vote of our stockholders a proposal to liquidate our assets.

Changes in Our Investment Objectives

As discussed in the “Risk Factors — Investment Risks — The Board of Directors has significant discre-
tion to modify or expand our investment objectives and policies without shareholder approval” section, subject
to the limitations in our charter, our bylaws and the Maryland General Corporation Law, or MGCL, our
powers will be exercised by or under the authority of, and our business and affairs will be controlled by, the
board of directors. The board of directors also has the right and power to establish policies concerning our
investments and the right, power and obligation to monitor our procedures, investment operations and
performance.

In general, our charter can be amended by the affirmative vote of a majority of the outstanding shares of
our common stock, but the board of directors has the exclusive power to amend or repeal the bylaws and to
make new bylaws.

Within the express restrictions and prohibitions of our bylaws, our charter and applicable law, the board
of directors has significant discretion to modify our investment objectives and policies, as stated in this pro-
spectus. We have no present intention to modify any of our investment objectives and policies, and it is
anticipated that any modification would occur only if business and economic factors affecting us made our
stated investment objectives and policies unworkable or imprudent.

Thus, while this prospectus accurately and fully discloses our current investment objectives and policies,
prospective stockholders must be aware that the board of directors, acting consistently with our organizational
documents, applicable law and their fiduciary obligations, may elect to modify or expand our objectives and
policies from time to time. Any action by the board of directors would be based upon the best interests of our
stockholders. Our stockholders will have no voting rights with respect to implementing our investment objec-
tives and policies, all of which are the responsibility of our board of directors and the investment committee
of our advisor and may be changed at any time.
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Appraisals

The purchase price for each property that we acquire must be approved by a majority of our independent
directors and be based on the estimated fair market value of the property. In cases in which a majority of the
independent directors require, and in all cases in which we acquire property from our officers, directors,
advisor or any affiliate of our officers, directors or advisor, we will obtain an appraisal from an independent
appraiser who is a member-in-good-standing of the American Institute of Real Estate Appraisers or similar
national or regional organization and who will be selected by the independent directors. In order to qualify as
an “independent” for this purpose, the person or entity must have no material current or prior business or
personal relationship with Shopoft Advisors or directors and must be engaged to a substantial extent in the
business of rendering opinions regarding the value of assets of the type held by us.

Reserves

A portion of the proceeds of this offering will be reserved to meet working capital needs and contingen-
cies associated with our operations. We believe this reserve allocation will aid our objective of preserving
capital for our investors by supporting the maintenance and viability of properties we acquire in the future.
We will initially allocate to our working capital reserve not less than 0.5% and not more than 5% of the gross
proceeds of the offering (assuming we raise the maximum offering). As long as we own any undeveloped real
estate assets, we will retain as working capital reserves an amount equal to at least 0.5% of the gross proceeds
of the offering, subject to review and re-evaluation by the board of directors. If reserves and any available
income become insufficient to cover our operating expenses and liabilities, it may be necessary to obtain
additional funds by borrowing, refinancing properties and/or liquidating our investment in one or more
properties.

Distribution Policy

Because we expect that the majority of the properties we acquire will not generate any operating cash
flow, the timing and amount of any dividends paid will be largely dependent upon the sale of our properties.
Accordingly, it is uncertain as to when, if ever, dividends will be paid.

In order to qualify as a REIT for federal income tax purposes, among other things, we must distribute
each taxable year at least 90% of our taxable income, other than net capital gain. We do not intend to main-
tain cash reserves to fund distributions to stockholders.

We will have a policy of avoiding, to the extent possible, the fluctuations in distributions that might
result if distribution payments were based on actual cash received during the distribution period. To implement
this policy, we may use cash received during prior periods or cash received subsequent to the distribution
period and prior to the payment date for such distribution, to pay annualized distributions consistent with the
distribution level established from time to time by our board of directors. Our ability to maintain this policy
will depend upon the availability of cash flow and applicable requirements for qualification as a REIT under
the federal income tax laws. Therefore, we cannot assure you that there will be cash flow available to pay
distributions or that distributions will not fluctuate. If cash available for distribution is insufficient to pay
distributions to you as a stockholder, we may obtain the necessary funds by borrowing, issuing new securities
and/or selling assets. These methods of obtaining funds could affect future distributions by increasing operat-
g costs.

To the extent that distributions to our stockholders are made out of our current or accumulated earnings
and profits, such distributions will be taxable as ordinary dividend income. To the extent that distributions
exceed our current and accumulated earnings and profits, such amounts will constitute a return of capital to
our stockholders for federal income tax purposes, to the extent of their basis in their stock, and thereafter will
constitute capital gain.

Quarterly distributions will be calculated with daily record and distribution declaration dates. However,
our board of directors could, at any time, elect to pay distributions annually to reduce administrative costs. It
will be our general policy, subject to applicable REIT rules, to reinvest proceeds from the sale, financing,
refinancing or other disposition of our properties through the purchase of additional properties, although we
cannot assure you that we will be able to do so.

43



REAL ESTATE AND REAL ESTATE-RELATED INVESTMENTS

The following is a description of our real estate and real estate-related investments as of the date of this
prospectus.

Current Projects

Underwood Project

On May 19, 2009, our affiliate, SPT Lake Elsinore Holding Co., LLC, a Delaware limited liability com-
pany and wholly owned subsidiary of Shopoff Partners (“‘SPT Lake Elsinore Holding Co.”’), closed on the
purchase of real property constituting 543 single family residential lots, a 9.4 acre park and over 70 acres of
open space on a total of 225 acres of unimproved land commonly referred to as tract 29835 located in the
City of Menifee, Riverside County, California, commonly known as the “Underwood Project.”” The purchase
price was $1,650,000. The purchase was made pursuant to a Purchase and Sale Agreement and Joint Escrow
Instructions, dated May 13, 2009 by and between SPT Lake Elsinore Holding Co., and U.S. Bank National
Association, as the “Seller.”

The Seller is not affiliated with us or any of our affiliates.

As undeveloped land, the Underwood Project is not an income-producing property. The purchase was
made based upon the anticipated capital appreciation of the property.

Shopoff Advisors received an acquisition fee equal to 3% of the contract purchase price, or $49,500,
upon consummation of the transaction.

Desert Moon Estates Project

On July 31, 2009, our affiliate, SPT AZ Land Holdings, LLC, a Delaware limited liability company
(“Buyer”) and wholly owned subsidiary of our affiliate, Shopoff Partners, L.P., closed on the purchase of real
property consisting of a final plat of 739 single family residential lots on a total of 200 acres of unimproved
land commonly known as “Desert Moon Estates” located in the Town of Buckeye, Maricopa County, Arizona
(the “Desert Moon Estates Property’’). The purchase price was $3,000,000. The purchase was made pursuant
to a Purchase and Sale Agreement and Joint Escrow Instructions, dated June 29, 2009 (the ‘“‘Desert Moon
Purchase Agreement”), by and between the Buyer and AZPro Developments, Inc., an Arizona corporation
(“Seller”). On July 28, 2009, Buyer and Seller executed a First Amendment to Purchase and Sale Agreement
and Joint Escrow Instructions modifying the terms of the original Desert Moon Purchase Agreement to pro-
vide for Buyer’s payment of the purchase price through a $2,000,000 Secured Promissory Note and Deed of
Trust with Assignment of Rents.

Seller is not affiliated with us or any of our affiliates.

Shopoff Advisors received an acquisition fee equal to 3% of the contract purchase price, or $90,000,
upon consummation of the transaction.

In connection with the Desert Moon Purchase Agreement, Buyer executed a $2,000,000 Secured Promis-
sory Note (the “Promissory Note’”) in favor of Seller. Interest on the Promissory Note will accrue on the
principal outstanding from the date of the Promissory Note at a rate of six percent (6.00%) per annum. Pay-
ments of interest only will be made quarterly in arrears on November 1, 2009, February 1, 2010 and May 1,
2010. On the maturity date of the Promissory Note, July 31, 2010, the entire outstanding principal balance and
all unpaid interest on the Promissory Note will be due and payable in full. The Promissory Note is secured by
a Deed of Trust with Assignment of Rents which encumbers the Desert Moon Estates Property. Buyer may
prepay in whole or in part the principal amount outstanding under the Promissory Note, together with accrued
and unpaid interest thereon computed to the date of prepayment and any sums owing to Seller, without pen-
alty or premium.

If Buyer fails to pay any installment of interest by the fifth day of each calendar quarter, Seller has the
right to assess a late fee equal to 10% of the amount that is delinquent and the interest rate on the entire
principal amount outstanding will adjust to 12% per annum from the date the delinquent payment was first
due until the delinquent payment has been made. Similar penalties apply if the principal is not paid upon the
maturity date.

44



On March 11, 2010, Seller and Buyer executed a First Amendment to Secured Promissory Note which
extended the current maturity date of the Promissory Note to July, 31, 2011 provided Buyer has made a
principal reduction of $500,000 on or before the current maturity date of July 31, 2010 and all property taxes
and CFD bond payments on the property are current. Additionally, Buyer agreed to a two percent increase in
the original interest rate beginning on the original maturity date of July 31, 2010.

As undeveloped land, the Desert Moon Estates Project is not an income-producing property. The pur-
chase was made based upon the anticipated capital appreciation of the property.

Springbrook Properties

On January 9, 2009, SPT Real Estate Finance, LLC, made two separate loans to Aware Development
Company, Inc. (“Aware”), in the aggregate amount of $2,300,000. The loans to Aware were made pursuant to
two promissory notes, which were secured by two separate collateral pledge agreements encumbering the
following real property located in Riverside County, California:

e approximately 118 acres of vacant and unentitled land located near the City of Lake Elsinore, in an
unincorporated area of Riverside County, California (the ‘“Meadowbrook Project™); and

e approximately 6.11 acres of vacant and unentitled land located near the City of Lake Elsinore, in an
unincorporated area of Riverside County, California (the “Coffman Project”).

The Meadowbrook Project and the Coffman Project are, collectively, the “Springbrook Properties.”

The making of the loans to Aware was a related party transaction in that, immediately prior to the loans
being made, Aware purchased from Vineyard Bank two loans made by Vineyard Bank (the ‘‘Vineyard
Loans”) to our affiliate Springbrook Investments, L.P. whose general partner is a California corporation
wholly owned by the Shopoff Revocable Trust.

In lieu of payment of the Vineyard Loans, Aware assigned the Vineyard Loans to SPT Real Estate
Finance, LLC. The assignment was completed and documented by two separate Memoranda of Assignment of
Note, Deed of Trust and Loan Documents, each dated August 29, 2009.

At the time of the assignment of the Vineyard Loans to SPT Real Estate Finance, LLC, the Vineyard
Loans were in default and all obligations of Springbrook were due and payable in full. Springbrook executed
and delivered to SPT Real Estate Finance, LLC grant deeds to the Springbrook Properties, the underlying real
estate collateral for the Vineyard Loans, in consideration for the discharge by SPT Real Estate Finance, LLC
of all Springbrook’s obligations under the Vineyard Loans. On September 4, 2009, SPT Real Estate Finance,
LLC took title to the Springbrook Properties and on September 24, 2009, SPT Real Estate Finance, LLC
deeded the Springbrook Properties to our affiliate, SPT Lake Elsinore Holding Co., LLC.

We intend to hold the Springbrook Properties for the long-term for the purpose of capital appreciation
and, accordingly, we have no current plans for improvement or development of the Springbrook Properties.

The Meadowbrook Project is an undeveloped property that is not anticipated to be developed until after
2015. The property is currently zoned rural residential, and a zone change, general plan amendment, and
tentative map approval are necessary to achieve the entitlements being sought. As such, it is anticipated that
the Meadowbrook Project will be developed after entitled or partially improved projects owned by others in
the vicinity of the City of Lake Elsinore are developed. The Meadowbrook Project competes with nearby
projects, such as Tentative Tract Maps 25475 (commonly known as Tuscany Crest) and 33725 (commonly
known as Tuscany Valley), which consist of a total of approximately 355 single-family lots. Other competition
may come from nearby properties that obtain entitlements for residential development prior to the develop-
ment of the Meadowbrook Project.

The Coffman Project is part of a proposed annexation, led by the City of Lake Elsinore, of a larger area
of properties into the City of Lake Elsinore. The annexation will occur concurrently with the update of the
City of Lake Elsinore’s General Plan and Environmental Report (the “General Plan’’). This update to the
General Plan will provide for a change to the zoning of the property from commercial-industrial to multi-
family/high-density residential development, allowing up to 18 units per acre. The annexation is anticipated to
be completed in 2010, although the City of Lake Elsinore has not committed to a completion date for the
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annexation and update of the General Plan. Projects with which the Coffman Project may compete include a
126-unit multi-family project proposed by MBK Homes near the Coffman Project. Timing for the MBK
Homes project is unknown.

Shopoff Advisors received an acquisition fee equal to 3% of the aggregate loans made to Aware, or
$69,000, upon consummation of the transaction.

Tuscany Valley and Chino Hills Projects

On November 5, 2009, our affiliate, SPT-Lake Elsinore Holding Co., (“Buyer”), purchased real property
commonly known as “Tuscany Valley,” consisting of (a) 519 entitled but unimproved residential lots and 2
commercial lots located in the City of Lake Elsinore, California (the “‘Lake Elsinore Property”), and (b) 400
acres of unentitled and unimproved land located in the City of Chino Hills, California (the “Chino Hills
Property”). The combined purchase price for the Lake Elsinore Property and the Chino Hills Property was
$9,600,000.

The purchase of the Lake Elsinore Property and the Chino Hills Property was made pursuant to a series
of purchase agreements and amendments thereto that were entered into by the parties over the course of more
than twelve months between September 30, 2008 and November 5, 2009 (collectively, the “Tuscany Valley
Purchase Agreement”), by and between Shopoff Advisors and TSG Little Valley L. P., a California limited
partnership (““Seller’).

Pursuant to the Tuscany Valley Purchase Agreement, Seller agreed to sell and Shopoff Advisors agreed to
buy, 163 entitled but unimproved residential lots located in the City of Lake Elsinore, California. The contract
purchase price was $4,890,000. On September 3, 2009, the Tuscany Valley Purchase Agreement was amended
as follows: (a) Buyer agreed to purchase additional property from Seller consisting of 356 entitled but unim-
proved, residential lots and 2 commercial lots located in the City of Lake Elsinore, California and 400 acres
of unentitled and unimproved land located in the City of Chino Hills, California, (b) the purchase price was
increased to $9,600,000 from $4,890,000, (c) the nonrefundable deposit requirement was increased to
$2,000,000 from $1,000,000, and (d) the escrow closing date was amended to on or before November 30,
2009. In addition, Shopoff Advisors assigned all of its rights, title and interest in the Tuscany Valley Purchase
Agreement to Buyer.

Of the total purchase price, $2,900,000 was paid by Buyer’s execution and delivery of (a) an all-inclusive
purchase money note secured by deed of trust (““Promissory Note™”) in favor of Seller, in the principal amount
of $2,900,000, and (b) an all-inclusive deed of trust executed by Buyer in favor of Seller, as beneficiary
therein, securing the Promissory Note. The Promissory Note bears interest at a rate of twelve percent per
annum, and is payable in full on November 6, 2010. No payments are due during the term of the Promissory
Note. The Promissory Note includes the unpaid balance of another promissory note made on April 3, 2006, in
the original principal amount of $2,000,000, payable by Seller to 1st Centennial Bank (the “Included Note”).
The Included Note is secured by a deed of trust encumbering a portion of the Lake Elsinore Property. The
outstanding principal balance on the Included Note as of November 3, 2009 was approximately $1,750,000.
The current payee under the Included Note is Multibank 2009-1 CRE Venture, LLC.

Even though the Promissory Note is all-inclusive, if Seller fails to pay any installments when due upon
the Included Note, Buyer has retained the right to make such payments directly to payee of the Included Note,
and the amount so paid shall be credited against the next following installment or installments due under the
Promissory Note. If Buyer fails to make any payment when required under the Promissory Note, Seller has
the option to immediately declare all sums due and owing under the Promissory Note.

On March 5, 2010, Seller and Buyer executed a First Amendment to Secured Promissory Note which
extended the current maturity date of the Promissory Note to November, 6, 2011 provided Buyer has made a
principal reduction of at least $500,000 on or before the current maturity date of November 6, 2010. Addition-
ally, Buyer agreed to a two percent increase in the original interest rate beginning on the original maturity
date of November 6, 2010. As of the date of this prospectus, Buyer has made a $991,584 principal reduction
on this secured promissory note.

Seller is our shareholder, with ownership of 380,500 shares as of December 31, 2009, which represents
approximately 19.90% of our total shares outstanding. Stevan J. Gromet, President of Portfolio Partners, Inc.,
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a California corporation, the general partner of Seller, is also our shareholder, with ownership of 47,800 shares
as of December 31, 2009, which represents approximately 2.50% of our total shares outstanding.

As undeveloped land, the Tuscany Valley Project is not an income-producing property. The purchase was
made based upon the anticipated capital appreciation of the property.

Shopoff Advisors received an acquisition fee equal to 3% of the contract purchase price, or $288,000,
upon consummation of the transaction.

Mesquite Venture Loan

On September 30, 2008, SPT Real Estate Finance made a $600,000 loan to Mesquite Venture I, LLC, a
Delaware limited liability company. The loan, which represented approximately 4.21% of our assets of
$14,250,931 as of September 30, 2008, after payment of organization and offering expenses and other
expenses, was made pursuant to a Secured Note, dated September 30, 2008 (the ““Secured Note’’). The
Secured Note is secured by a Deed of Trust with Assignment of Rents, dated September 30, 2008, encumber-
ing real property situated in the City of Mesquite in Clark County, Nevada. This property is also subject to a
senior lien in favor of East West Bank in the amount of $3,681,000 and a subordinate lien in favor of Painted
Hills Partners Limited Partnership in the amount of $5,400,000. Interest is payable on the Secured Note at a
rate of 14% per annum and the principal amount of the Secured Note is due and payable nine months from
the date of funding or June 30, 2009. This was not a related party transaction.

The compensation received by Shopoff Advisors and its affiliates in connection with this transaction is as
follows: (i) an acquisition fee equal to 3% of the loan amount, or $18,000, and (ii) monthly asset management
fees equal to Yi2 of 2% of the total loan amount, or $1,000 per month, plus capitalized entitlement and project
related costs, for the first year, and then based on the appraised value of the asset after one year. The total
compensation received by Shopoff Advisors as of December 31, 2009, was $33,000.

On or about June 30, 2009 SPT Real Estate Finance and Mesquite Venture I, LLC agreed to extend the
maturity date of their Secured Note from June 30, 2009 to May 15, 2010. In consideration of this loan exten-
sion Mesquite Venture I, LLC agreed to pay a loan extension fee of five percent of the outstanding principal
balance or $30,000 payable $10,000 upon execution of the Secured Note extension, $10,000 on October 1,
2009 and $10,000 on January 1, 2010. Mesquite Venture I, LLC also agreed to make a $10,000 payment on
April 1, 2010 which will be applied against accrued and unpaid interest. Interest will accrue on the outstand-
ing principal balance at an annual rate of fourteen percent and all accrued and unpaid interest and principal
will be due and payable in full at the new maturity date of May 15, 2010.

On or about October 12, 2009, SPT Real Estate Finance was informed that on September 28, 2009 a
Notice of Default and Election to Sell Under Deed of Trust (“NOD”’) was recorded on behalf of East West
Bank, as beneficiary (“East West Bank™), with respect to the first position lien securing certain obligations of
Mesquite Venture I, LLC to East West Bank, including without limitation indebtedness under a Promissory
Note in the initial principal amount of $3,681,000 (the “Senior Loan’’). The NOD was filed due to Mesquite
Venture I, LLC’s failure to pay the August 1, 2009 installment of principal and interest and all subsequent
installments of principal and interest under the Senior Loan.

A default on our secured note was triggered when Mesquite Venture I, LLC failed to make their $10,000
loan extension fee payment due on October 1, 2009. Mesquite Venture I, LLC subsequently failed to make its
$10,000 loan extension fee payment due on January 1, 2010.

On December 24, 2009, an entity controlled by one of the original guarantors of the aforementioned
Senior Loan, entered into a Mortgage Loan Sale Agreement whereby the holder of the Senior Loan, East West
Bank, agreed to sell to PLQ Mesquite Investors, LLC (Paul J. Giuntini, one of the original guarantors of the
Senior Loan is manager of PLQ Mesquite Investors, LLC), the $3,681,000 mortgage note together with all of
East West Bank’s interest in and to any of Mesquite Venture I, LLC’s property held by East West Bank, all
collateral and any guarantees obtained in connection with the $3,681,000 note. The purchase price paid by
PLQ Mesquite Investors, LLC to East West Bank was $1,800,000.

On December 30, 2009, East West Bank officially assigned to PLQ Mesquite Investors, LLC, the benefi-
cial interest under the Deed of Trust, Security Agreement, Assignment of Rents & Fixture Filing dated as of
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June 26, 2006, made by Mesquite Venture I, LLC as trustor, for the benefit of East West Bank, as beneficiary
and recorded June 26, 2006. Mesquite Venture I, LLC cured its first lien position default upon the purchase,
by PLQ Mesquite Investors, LLC, of the $3,681,000 mortgage note from East West Bank as PLQ Mesquite
Investors, LLC’s manager, was also a guarantor on the $3,681,000 mortgage note with East West Bank.

Mesquite Venture I, LLC and our Advisor agreed that if Mesquite Venture I, LL.C paid (i) all past due
payments required as outlined in the extension agreement, (ii) the April 1, 2010 payment of $10,000, and
(iii) reimburses SPT Real Estate Finance $10,000 for attorney’s fees incurred due to Mesquite Venture I,
LLC’s failure to make timely payments as outlined in the extension agreement, SPT Real Estate Finance
would consider Mesquite Venture I, LLC reinstated and would not pursue the guarantees from Mesquite
Venture I, LLC and would no longer demand payment in full on their secured note. The total amount due
from Mesquite Venture I, LLC was $40,000.

On March 4, 2010, Mesquite Venture I, LLC paid SPT Real Estate Finance the negotiated $40,000,
representing (i) the past due loan fee payments of $10,000 each due on October 1, 2009 and January 1, 2010,
(ii) the April 1, 2010 payment of $10,000, and (iii) $10,000 for attorney’s fees incurred by SPT Real Estate
Finance due to non-payment on behalf of Mesquite Venture I, LLC. Mesquite Venture I, LLC was then
deemed reinstated by SPT Real Estate Finance.

Completed Projects
Winchester Hills (Pulte Home) Project

On March 20, 2009, an affiliate of ours, SPT SWRC, LLC, a Delaware limited liability company or SPT
SWRC, sold to Khalda Development Inc, a California corporation, or Khalda, 469 graded residential units on
approximately 60 acres of land located in an unincorporated area of southwest Riverside County, California,
commonly known as Winchester Hills. The sale was made pursuant to a Purchase and Sale Agreement and
Joint Escrow Instructions, dated February 27, 2009. The sales price was $5,000,000. Pursuant to the Sale
Agreement, Khalda assumed SPT SWRC’s obligation to replace existing subdivision improvement agreements
and related bonds on or before June 30, 2009. Shopoff Advisors received a disposition fee of 3% of the
contract sales price or $150,000 upon consummation of the transaction.

SPT SWRC, LLC had originally acquired the aforementioned 469 graded residential units on approxi-
mately 60 acres of land on December 31, 2008 from Pulte Home for a purchase price of $2,000,000. Pulte
Home was not affiliated with us or any of our affiliates. Shopoff Advisors received an acquisition fee of 3% of
the contract purchase price, or $60,000 upon consummation of the transaction.

On May 1, 2009, Pulte Home caused a “Notice of Default and Election to Sell Under Deed of Trust” to
be filed in the Official Records of Riverside County with respect to the Pulte Home Project. Pulte is alleging
that SPT-SWRC, LLC was obligated by Section B(10) of the Deed of Trust to obtain Pulte Home’s written
consent to the transfer of the obligations secured by the Deed of Trust to Khalda and that no such consent was
obtained, despite Pulte Home’s execution of a waiver of its right of first refusal to repurchase the Pulte Home
Project. A transfer of the Pulte Home Project in violation of the provisions of the Deed of Trust allows Pulte
Home to accelerate the performance of the existing, secured obligations of SPT-SWRC, LLC and to com-
mence foreclosure proceedings under the Deed of Trust.

We believe the sale of the Pulte Home Project by SPT-SWRC, LLC to Khalda is completed. Khalda was
aware of the obligations secured by the Deed of Trust and assumed such obligations when it purchased the
Pulte Home Project from SPT-SWRC on March 20, 2009. We believe that the maximum amount of any legal
exposure resulting from any action by Pulte Home with respect to this property would be limited to the value
of the property, which is no longer owned by SPT-SWRC, LLC. The foreclosure proceedings on the Winches-
ter Hills Project are on-going. Khalda, the current owner of the property, is in the process of obtaining the
governmental approvals necessary to satisfy the Obligations and has declared bankruptcy in order to forestall
the foreclosure proceedings so that such governmental approvals can be obtained. A consequence of the
foreclosure is that ownership of the Winchester Hills Project could pass from Khalda back to Pulte Home.

The Winchester Hills Project is also the subject of a dispute regarding obligations retained by both Pulte
Home, when it sold the Winchester Hills Project to SPT SWRC, LLC, on December 31, 2009, and by SPT
SWRC, LLC when it resold the Winchester Hills Project to Khalda on March 20, 2009, to complete certain
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improvements, such as grading and infrastructure (the “Improvements™). Both sales were made subject to the
following agreements which, by their terms, required the Improvements to be made: (i) a Reconveyance
Agreement, dated November 15, 2007, by and among Pulte Home and the prior owners of the Winchester
Hills Project — Barratt American Incorporated, Meadow Vista Holdings, LLC (*“Meadow Vista”) and
Newport Road 103, LLC (“Newport”) (the ‘“Reconveyance Agreement’’), and (ii) a letter agreement, dated
December 30, 2008, executed by SPT SWRC, LLC, Meadow Vista, and Newport, and acknowledged by Pulte
Home (the “Subsequent Letter Agreement’’). Meadow Vista and Newport, as joint claimants (the *“Claim-
ants””) against Pulte Home and SPT SWRC, LLC, have initiated binding arbitration in an effort to require
Pulte Home to reaffirm its obligations under the Reconveyance Agreement and the Subsequent Letter Agree-
ment to make the Improvements in light of the subsequent transfer of ownership of the Winchester Hills
Project to Khalda, and to require that certain remedial measures be taken to restore the site to a more market-
able condition. SPT SWRC, LLC maintains that it is not a proper party to the arbitration, because the
declaratory action being sought by the Claimants is to establish rights of the Claimants against Pulte Home,
and not against SPT SWRC, LLC, and neither SPT SWRC, LLC nor Pulte Home has taken the position that
their respective transfers of the Winchester Hills Project has released them from the obligation to make the
Improvements. The arbitration process is on-going and, although we believe the request for declaratory relief
by the Claimants has no legal basis and that the issue is not arbitrable since no actual dispute exists, we
cannot predict the outcome of the arbitration proceedings at this time.

We used the net proceeds from the sale for future acquisitions and general corporate purposes.

Wasson Canyon Project

On April 17, 2009, our affiliate, SPT Lake Elsinore Holding Co., LLC, a Delaware limited liability
company and wholly owned subsidiary of our Operating Partnership (‘““SPT Lake Elsinore Holding Co.”),
closed on the purchase of real property constituting sixty five (65) finished residential lots located in the City
of Lake Elsinore, Riverside County, California, commonly known as Wasson Canyon for the purchase price of
$650,000. The purchase was made pursuant to a Purchase and Sale Agreement and Joint Escrow Instructions,
dated April 14, 2009, or the Wasson Purchase Agreement, by and between Shopoff Partners and MS Rialto
Wasson Canyon CA, LLC, a Delaware limited liability company. Pursuant to the Wasson Purchase Agreement,
Shopoff Partners agreed to replace existing subdivision improvement agreements and related bonds within
180 days of the closing and executed a deed of trust in the amount of $650,000 securing this obligation. This
obligation is customary in transactions of this type. Other than the performance Deed of Trust described
herein, there were no mortgages or encumbrances recorded against the project.

On February 3, 2010, SPT Lake Elsinore Holding Co (*‘Seller”’) sold the Wasson Canyon Project to
D. R. Horton Los Angeles Holding Co. Inc, (“‘Buyer’) pursuant to a Purchase and Sale Agreement and Joint
Escrow Instructions (the ‘““Sale Agreement’”), dated December 8, 2009, as amended, for the sales price of
$2,231,775 in cash.

On February 3, 2010, Buyer and Seller executed a participation agreement (the “Participation Agree-
ment”’) in which Buyer agrees to pay to Seller, in addition to the sales price, fifty percent (50%) of any gross
profit that exceeds a twenty four percent (24%) gross profit margin on the sale of units to be developed on the
lots purchased by the Buyer.

Pursuant to the Sale Agreement, the Buyer did not assume the Seller’s obligation to replace existing
subdivision improvement agreements (the “SIA’s”) and related bonds (the “Bonds’) which the Seller agreed
to replace when Seller originally purchased the property on April 17, 2009 from MS Rialto Wasson Canyon
CA, LLC, a Delaware limited liability company.

In connection with the Sale Agreement for the Wasson Canyon Project, Seller agreed to maintain its
obligation to replace existing SIA’s with the City of Lake Elsinore and the County of Riverside, California
relating to the construction of certain in-tract subdivision improvements, off-site improvements and, with
respect to the common area (lettered lots), landscape improvements ( collectively, the “Improvements’), and
in support of the SIA’s, Seller agreed to post the Bonds with the City of Lake Elsinore and the County of
Riverside, California.
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In the process of satisfying its obligation to replace existing SIA’s, which Seller agreed to replace when
Seller originally purchased the property on April 17, 2009, Seller agreed to provide letters of credit to the
surety underwriting the Bonds to satisfy the surety’s collateral requirement which was an amount equal to fifty
percent (50%) of the Bond amounts or $305,889, $130,102 which was issued on January 6, 2010 and
$175,787 which was issued on February 8, 2010.

Seller has finished processing Bond reductions and has completed the replacement of all Bonds originally
posted by MS Rialto Wasson Canyon CA, LLC.

Buyer agreed to reimburse Seller for the actual amount of premiums for the Bonds incurred by Seller
commencing on the later of (i) the date of the close of escrow and (ii) the date Bond reductions are com-
pleted. Buyer’s obligation to reimburse Seller for the actual amount of the premiums will continue until Buyer
has completed certain adjacent Improvement obligations.

Buyer agreed to assume the obligation for typical repair and replacement of the Improvements immedi-
ately adjacent to the lots as required by the SIA’s to the extent the Improvements are damaged following the
close of escrow. Buyer also agreed to repair any damage to the Improvements that are not immediately adja-
cent to the lots to the extent damage is caused by Buyer or its agents, employees or contractors.

To secure Buyer’s obligations to timely complete the adjacent Improvement obligations, Buyer agreed to
deliver to Seller a letter of credit in the amount of $102,000. If Buyer defaults in its obligations to timely
perform the adjacent Improvement obligations, Seller has the right to draw on the letter of credit to complete
the adjacent Improvement obligations to the extent necessary to cause the Bonds to be released.

We intend to use the net proceeds from the sale for future acquisitions and general corporate purposes.
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MANAGEMENT OF SHOPOFF PROPERTIES TRUST, INC.

General

We operate under the direction of our board of directors, which is responsible for the overall management
of our business and affairs. However, our board of directors has retained Shopoff Advisors to manage our
day-to-day affairs, subject to our board of directors’ supervision.

Under the MGCL, each director is required to discharge his or her duties in good faith, in a manner
reasonably believed to be in our best interests and with the care of an ordinarily prudent person in a like
position under similar circumstances. As of the commencement of this offering, our board of directors will be
comprised of nine individuals, five of whom will be independent directors. We consider a director to be
independent if in the last two years he or she was not associated, directly or indirectly, with us, Shopoff
Advisors or the affiliates of Shopoff Advisors.

The independent directors will determine, from time to time but at least annually, that our total fees and
expenses are reasonable in light of our investment performance, our net assets, our net income (if any) and the
fees and expenses of other comparable unaffiliated REITs. This determination will be reflected in the minutes
of the meetings of our board of directors. For purposes of this determination, our net assets include our total
assets, other than intangibles, calculated at cost before deducting depreciation, bad debt or other non-cash
reserves, less total liabilities and computed at least quarterly on a consistently-applied basis.

In addition, the independent directors will determine from time to time, but at least annually, that the
compensation that we contract to pay to Shopoff Advisors is reasonable in relation to the nature and quality of
the services performed and that such compensation is within the limits prescribed by any applicable state
regulatory authorities. The independent directors will also supervise the performance of Shopoff Advisors and
the compensation paid to it to determine that the provisions of the advisory agreement are being carried out.

The independent directors will base each determination on the factors set forth below and other factors
that they deem relevant. This determination also will be reflected in the minutes of the meetings of the board
of directors. Such factors include:

e the size of the advisory fee in relation to the size, composition and profitability of our portfolio of
properties;

e the success of Shopoff Advisors in generating opportunities that meet our investment objectives;

e the fees charged to similar REITs and to investors other than REITs by advisors performing similar
services;

e additional revenues realized by Shopoff Advisors and any affiliate through their relationship with us,
including servicing and other fees, whether paid by us or by others with whom we do business;

*  the quality and extent of the service and advice furnished by Shopoff Advisors;

e the performance of our portfolio of properties, including income, conservation or appreciation of
capital, frequency of problem investments and competence in dealing with distress situations; and

e the quality of our portfolio of properties in relationship to the investments generated by Shopoff
Advisors for its own account and for the account of other entities it advises.

The Directors and Executive Officers

Our charter provides for a classified board consisting of five classes — Class I, Class II, Class III,
Class 1V, and Class V. Each director serves a five-year term. Our board consists of nine members, five of
whom are independent within our director independence standards, which are consistent with the director
independence standards of the Nasdaq Stock Market, which we have adopted as our standard, and with our
Articles of Amendment and Restatement. Each year the stockholders elect a different class of directors to
serve a five-year term. We have purchased key man life insurance to cover transition and replacement costs
for our key executive officers, including William A. Shopoff, Edward Fitzpatrick, Kevin Bridges, and Tim
McSunas. The following table and biographical descriptions set forth certain information with respect to the
individuals who are our officers and directors:
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Name Age Position

William A. Shopoff 52  President, Chief Executive Officer and Chairman of the Board of Directors
Edward Fitzpatrick 63  Executive Vice President and Director

Kevin M. Bridges 43 Chief Financial Officer, Corporate Secretary and Director

Tim McSunas 46  Chief Investment Officer

Jeffrey W. Shopoff" 66  Director

Glenn Patterson 56  Independent Director

Patrick Meyer 58  Independent Director

Stuart McManus 43 Independent Director

Melanie Barnes 55  Independent Director

Kerry Vandell 63  Independent Director

(1) William A. Shopoff and Jeffrey W. Shopoff are brothers.

Officers and Directors

William A. Shopoff, age 52, has been our President, Chief Executive Officer, and Chairman of the Board
since November 2006. Mr. Shopoff has more than 25 years of real estate and investment experience. His
expertise includes the acquisition, development and sale of new and redeveloped residential and commercial
properties throughout the United States, as well as partnership structure, debt placement, venture capital and
investment underwriting. Mr. Shopoft served as the President of the Asset Recovery Fund from 1998 to 2006.

Since August 1999 Mr. Shopoff has served as President of Eastbridge Partners, L.P., a position he holds
today. Upon acquiring the assets of Eastbridge Partners, L.P., in April 2004, Mr. Shopoff created The Shopoff
Group and has served as its President since that time. Mr. Shopoff earned his Bachelors of Science degree in
biology and an MBA in finance/accounting from the University of Texas at Austin. Mr. Shopoff is a member
of Commercial Investment Real Estate (CIRE) and is a Certified Commercial Investment Member (CCIM).
Mr. Shopoff is also a member of the Urban Land Institute and the Building Industry Association. Mr. Shopoff
is the brother of Jeffrey W. Shopoff, one of our directors.

Edward J. Fitzpatrick, age 63, has been our Executive Vice President and one of our Directors since
November 2006. Mr. Fitzpatrick’s real estate experience spans 30 years and includes managing the develop-
ment of industrial and office projects in Southern California for Kaiser Development Company, operating his
own firm, Patrick Gray and Associates, specializing in property management and development of industrial,
office and retail properties in San Diego County and Las Vegas, Nevada, and serving as Vice President of
Development for Dartmouth Development Company in San Diego, where he oversaw the acquisition,
improvement and construction of a variety of properties in San Diego and Riverside Counties. In 2000,

Mr. Fitzpatrick joined The Shopoftf Group’s predecessor, Eastbridge Partners, as Director of Development.

Mr. Fitzpatrick currently serves as The Shopoff Group’s Executive Vice President, overseeing the complete
land process from acquisition to entitlement and, in certain situations, improvements to the finished product.
Mr. Fitzpatrick is a graduate of the University of Notre Dame and Notre Dame Law School. Mr. Fitzpatrick is
also a member of the Urban Land Institute and the Building Industry Association.

Kevin M. Bridges, age 43, has been our Chief Financial Officer and Corporate Secretary and has also
been one of our Directors since November 2006. Mr. Bridges’ 17 years of experience in the residential devel-
opment industry includes a wide range of projects, varying in sizes and complexity, for national public
homebuilders and regional developers. Mr. Bridges joined our affiliate, The Shopoff Group, in May 2006.
Prior to joining The Shopoff Group, Mr. Bridges managed the homebuilding line of business for Cameo
Homes, a large private real estate development company from 2001 to 2006. Mr. Bridges earned a Bachelors
of Business Administration degree with an emphasis in accounting from the University of Texas at Austin and
is a Certified Public Accountant. Mr. Bridges is also a member of the American Institute of Certified Public
Accountants, the California Society of Certified Public Accountants, and the National Association of Real
Estate Investment Trusts (NAREIT).
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Tim McSunas, age 46, has been our Senior Vice President of Acquisitions since 2006 and in 2009
became our Chief Investment Officer. Tim McSunas has over 20 years of experience in land planning and
acquisitions and project management for several Southern California homebuilders. Mr. McSunas oversees the
identification and acquisition process of investment properties for The Shopoff Group. Before joining the
Shopoff Group in May 2006, Mr. McSunas served as the Southern California division president for Taylor
Woodrow Homes from September 2004 to March 2006. Mr. McSunas served as the regional manager and vice
president for Pardee Homes from April 2001 to September 2004. Mr. McSunas earned his Bachelor of Science
degree in Architecture and Urban Planning from Arizona State University and is a licensed contractor in
California and Oregon. He has also been an active member of the Southern California Building Industry
Association since 1988 and currently serves on its board of directors.

Jeffrey W. Shopoff, age 66, has been one of our Directors since November 2006. Mr. Shopoff is an
active member of the California Bar, and has been a practicing attorney for 40 years. Since 2002, Mr. Shopoff
has been a partner at the law firm of Shopoff & Cavallo LLP in San Francisco. Mr. Shopoff was previously a
partner at the California law firm of Jeffer, Mangels, Butler & Marmaro LLP from 1992 to 2002.

Mr. Shopoff’s legal practice focuses on the areas of accounting and corporate/partnership disputes, class
actions, contract, fraud, securities, intellectual property, banking, malpractice, franchise, and employment
litigation. Mr. Shopoff earned a Bachelors of Business Administration degree, with an emphasis in accounting,
from the University of Michigan Business School, and a Juris Doctor degree from the University of Michigan
Law School. Mr. Shopoff is the brother of William A. Shopoff, our Chairman, President, and Chief Executive
Officer.

Glenn Patterson, age 56, has been one of our Independent Directors since November 2006. Mr. Patterson
has a wide range of management experience. Specifically, since 2004, Mr. Patterson has served as the Presi-
dent of HAP International, Inc., a research and analysis firm that specializes in real estate and private
placement business investments. Between the years of 1996 to 2004, he served as the President of Oregon
Electric Group, an electrical and technology services contracting firm. During his years as President at Oregon
Electric Group, sales grew from $16 million to $127 million, and had over 1,100 employees at its peak.

Mr. Patterson currently sits on the board of Axion Power International, Inc. and is chairman of the board of
Wired Sun Corporation. Mr. Patterson received a Bachelors of Science degree in economics from Willamette
University.

Patrick Meyer, age 58, has been one of our Independent Directors since November 2006. Mr. Meyer has
over 30 years of planning and consulting experience. Mr. Meyer is the owner of Urban Environs, a planning
consultant firm, which he formed in 1982. From 1998 through 2009, Mr. Meyer served as the chairman of the
board of directors for 1st Centennial Bancorp, a full service state-chartered commercial bank. Mr. Meyer
earned a Bachelors of Science degree in Urban Planning from California State Polytechnic University. He is a
member of the American Planning Association and the American Institute for Certified Planners.

Stuart McManus, age 43, has been one of our Independent Directors since November 2006.
Mr. McManus has a significant background in venture investing, business development, general management,
and financial engineering within both entrepreneurial and Fortune 100 environments. Since 2002,
Mr. McManus has been President of Capstar Partners, LLC, a company that leads and participates in the
funding of early stage companies as well as more traditional investments. Mr. McManus is also presently the
principal of Crystal Lake Capital, LLC, a company whose aim is to invest in companies that have real estate
as a significant component of their assets. Mr. McManus received his BA from Northwestern University in
1989 and his MBA from J.L. Kellogg Graduate School of Management in 1995.

Melanie Harper Barnes, age 55, has been one of our Independent Directors since November 2006.
Ms. Barnes practiced law in Austin, Texas for thirteen years in the areas of real estate development and
finance, banking, and corporate reorganization. Ms. Barnes worked on property acquisitions and sales, negoti-
ated and documented construction and financing of commercial properties, participated in assemblages,
conducted title insurance and survey review, represented borrowers and lenders in arranging short term and
long term real estate financing, documented and negotiated equipment and line of credit lending, represented
clients in disputes involving real and personal property, and engaged in strategy sessions regarding complex
real estate and other business plans. Ms. Barnes is currently retired and actively manages her own rural and
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residential properties. Ms. Barnes attended Texas Tech University, receiving a Bachelor of Science degree in
1977 with high honors. She graduated from the University of Texas School of Law in 1981.

Kerry Vandell, age 63, has been one of our Independent Directors since September 2009. Mr. Vandell is
the Deans Professor of Finance and Director of the Center for Real Estate at the Paul Merage School of
Business, University of California-Irvine. He also holds courtesy appointments in the School of Law and the
Department of Planning, Policy, and Development. Previous to his current position, he was the Tiefenthaler
Chairholder and Professor of Real Estate at the University of Wisconsin-Madison and former
Chairman/Director of UW’s Real Estate Department and Center. Professor Vandell received his B.A. and M.
Mech. E. degrees from Rice University, his M.C.P. from Harvard, and his Ph.D. from M.L.T., where he was
the Charles Abrams Fellow at the Joint Center for Urban Studies. He has served as President of the American
Real Estate and Urban Economics Association and Co-Editor of the Association’s journal Real Estate Econom-
ics, and currently is a member of the Board of Directors of the Asian Real Estate Society. He serves on the
Editorial Board of six academic journals as well as in a number of other positions in academic and profes-
sional organizations, including the Urban Land Institute, the Counselors of Real Estate, the ICSC, and the
Real Estate Roundtable. He has researched and consulted extensively in the areas of real estate investment,
urban/real estate/environmental economics, mortgage finance, housing economics and policy, and valuation
theory and is principal in the consulting firm KDV Associates, which is actively involved in expert witness
assignments for litigation matters in the above areas. He has served on the boards of directors of the Park
Bank; Hilldale, Inc.(regional shopping center); ChrisKen Realty Trust (private multifamily REIT); and the
Trustees of Funds and Endowments of the Episcopal Diocese of Milwaukee, WI.. He is responsible for devel-
opment of some of the first models of default risk in the commercial mortgage market, and his recent research
with Zhenguo Lin on real estate illiquidity (Real Estate Economics, 2007) provides institutional investors with
important tools to ascertain proper allocation to real estate in mixed-asset portfolios. His work distinguishing
real estate value from business enterprise value (BEV) in the appraisal of complex real property interests has
had international influence on tax assessment practices. In the area of housing economics, he recently has
completed papers examining the impact of subprime mortgage lending on the housing bubble, the efficiency of
the structure of the financial and tax systems affecting manufactured housing communities, and the relative
benefits vs. costs of the element of control relating to homeownership.

Director Independence

Although our shares are not listed for trading on any national securities exchange, a majority of the
members of our board, and all of the members of our compensation, nominating and corporate governance,
and audit committees are “‘independent” within the meaning of Rule 5605(a)(2) promulgated by the Nasdaq
Stock Market which we have adopted as our standard for purposes of determining independence. The Nasdaq
Stock Market standards provide that, to qualify as an independent director, in addition to satisfying certain
bright-line criteria, our board must affirmatively determine that a director has no material relationship with us
(either directly or as a partner, shareholder or officer of an organization that has a relationship with us). Our
board has determined that Glenn Patterson, Patrick Meyer, Stuart McManus, Kerry Vandell and Melanie
Barnes, each satisfy the independence criteria of the Nasdaq Stock Market and that none has a relationship
with us that would interfere with such person’s ability to exercise independent judgment as a member of our
board. Our board has made this determination based on the fact that none of these directors has (a) ever
served as (or is related to) an employee of us or any of our predecessors or acquired companies, or (b)
received any compensation from us or any such other entities, except for compensation directly related to
service as a director.

Article IV of our Articles of Amendment and Restatement also sets forth a definition of ‘“‘independent
director,”” which our independent directors must satisfy. Our Articles of Amendment and Restatement can be
found on our website at www.shopoffpropertiestrust.com.

Committees of Our Board of Directors

Our board has established an audit committee, a compensation committee, and a nominating and corpo-
rate governance committee. Other committees may be established by our board from time to time. The
following is a description of each of the committees and their composition.
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Audit Committee

We have a separately designated standing audit committee. The members of the audit committee are
Glenn Patterson, Kerry Vandell and Stuart McManus, each of whom qualifies as ‘““independent’ under the
independence standards of the Nasdaq Stock Market (whose rules we have adopted for this purpose), and our
Articles of Amendment and Restatement. Our board has determined that Glenn Patterson is our “‘audit com-
mittee financial expert” within the meaning of the rules of the SEC.

Our audit committee operates pursuant to a written charter adopted by our board. Among other things,
the audit committee charter calls upon the audit committee to review and monitor:

e the integrity of our financial statements, to ensure the balance, transparency and integrity of
published financial information;

e the outside auditor’s independence and qualifications;

e the performance of our outside auditors;

e our compliance with legal and regulatory requirements; and

e the effectiveness of our internal controls and risk management system.

It is not the duty of the audit committee to determine that our financial statements are complete and
accurate and are in accordance with generally accepted accounting principles. Management is responsible for
preparing our financial statements, and our independent auditors are responsible for auditing those financial
statements. Our audit committee does, however, consult with management and our independent auditors prior
to the presentation of financial statements to stockholders and, as appropriate, initiates inquiries into various
aspects of our financial affairs. In addition, the committee is responsible for retaining, evaluating and, if
appropriate, recommending the termination of our independent certified public accountants and approving
professional services provided by the independent public accountants.

Compensation Committee

We have a compensation committee comprised of a minimum of three ‘““‘independent” directors under the
standards of the Nasdaq Stock Market adopted by our board. Our compensation committee members are
Glenn Patterson (Chairman), Patrick Meyer, and Stuart McManus.

Our compensation committee operates pursuant to a written charter that was adopted by our board. At
present, our compensation committee serves only to determine awards under our 2007 Equity Incentive Plan.
However, at a later date, the compensation committee may exercise all powers under its charter in connection
with establishing and implementing compensation matters. Among other things, our charter calls upon the
compensation committee to:

e review and approve the overall salary and bonus programs of our salaried employees, if any, and
any amendments to such programs;

e review and approve the specific salaries and bonuses for all our executive officers and review their
overall job performance;

e review and approve fringe benefits and perquisites of salaried employees, if any, and executive
officers and directors, and amendments to any related benefit plans or programs;

e review and approve the proposed compensation and terms of employment of persons proposed to be
hired as our executive officers;

*  make recommendations with respect to stock options (including price, terms and amounts) to be
granted by our board under our equity incentive plans, including our 2007 Equity Incentive Plan.
Nominating and Corporate Governance Committee

We have a nominating and corporate governance committee consisting of Patrick Meyer (Chairman),
Kerry Vandell and Melanie Barnes. The nominating and corporate governance committee is composed entirely

55



of independent directors as required by Nasdaq Stock Market rules. Our nominating and corporate governance
committee establishes and implements our corporate governance practices and nominates individuals for
election to our board.

Our nominating and corporate governance committee operates pursuant to a written charter adopted by
our board. Among other things, the charter calls upon the nominating and corporate governance committee to:

e identify individuals qualified to become board members;
. recommend director nominees to our board for election at the annual meeting of stockholders;
e develop and recommend to our board a set of corporate governance principles applicable to us; and

. oversee and administer our Code of Business Conduct and Ethics.

Additional Governance Matters

Board Leadership Structure

William A. Shopoff serves as both our Chairman of the Board and Chief Executive Officer. We believe
that combining the roles of chairman and chief executive officer is the appropriate leadership model for us as
it promotes unified leadership and direction for the Company. As the President and Chief Executive Officer of
our sponsor, The Shopoff Group, and one of our largest stockholders, we believe that Mr. Shopoff is highly
qualified to lead both our Board of Directors and the management of our business. We also believe that uni-
fied leadership allows for clear accountability. We do not have a lead independent director.

Board Role in Risk Oversight

Our Board of Directors maintains overall responsibility for risk oversight with a focus on the more
significant risks facing us. However, the Board of Directors considers actual day-to-day risk monitoring and
mitigation to be a function appropriately delegated to our management, with the Board of Directors and its
committees functioning in an oversight role. Major risks that both management and our Board of Directors
believe our business faces are discussed throughout the year with the Board of Directors and the committees
which have been delegated responsibility for addressing specific major risks in greater detail, such as risks
ranging from operational, environmental, catastrophic, market, socioeconomic, to financial. The Board of
Directors has delegated responsibility for the oversight of specific risks to the Audit Committee, which has
direct responsibility for the assessment of risk and monitoring of controls relating to the financial statements
and information technology systems related to financial reporting. The Board of Directors is responsible for
risk management in all other areas.

Code of Business Conduct and Ethics

Our board has adopted a Code of Business Conduct and Ethics which qualifies as a “code of ethics” as
defined by Item 406 of Regulation S-K of the Exchange Act and which applies to our principal executive
officer, principal financial officer, our other executive officers, and all employees who perform these functions.
A copy of the Code of Business Conduct and Ethics is available to any person without charge by submitting a
request to our Chief Financial Officer at 8951 Research Drive, Irvine, California 92618. If we amend our
Code of Business Conduct and Ethics as applies to the principal executive officer, principal financial officer,
principal accounting officer or controller (or persons performing similar functions) or grant a waiver from any
provision of the code of ethics to any such person, we will disclose such amendment or waiver on our website
at www.shopoffpropertiestrust.com.

Among other matters, the Code of Business Conduct and Ethics is designed to deter wrongdoing and to
promote:

e honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest
between personal and professional relationships;

. full, fair, accurate, timely and understandable disclosure in our SEC reports and other public
communications;

e compliance with applicable governmental laws, rules and regulations;
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e prompt internal reporting of violations of the Code of Business Conduct and Ethics to appropriate
persons identified in the code; and

e accountability for adherence to the Code of Business Conduct and Ethics.

Waivers to the Code of Business Conduct and Ethics may be granted only by our nominating and corpo-
rate governance committee. In the event that the committee grants any waivers of the elements listed above to
any of our directors, officers or employees, or if any amendment is made to any provision of the Code of
Business Conduct and Ethics, we expect to announce the waiver or amendment within four business days on
the ““Corporate Governance’ section of our website.

Public Availability of Corporate Governance Documents

Our key corporate governance documents, including our Code of Business Conduct and Ethics and the
charters of our audit committee, compensation committee and nominating and corporate governance commit-
tee are available on our corporate website at http://www.shopoffpropertiestrust.com.

Executive Officer Compensation

General

Our executive officers and the key employees of Shopoff Advisors are compensated by Shopoff Advisors
and/or its affiliates and do not receive any compensation from us for their services, other than under our 2007
Equity Incentive Plan.

2007 Equity Incentive Plan

Elements of compensation. The 2007 Equity Incentive Plan is the sole element of compensation for our
executive officers. It provides for grants of stock options, stock appreciation rights, or SARs, restricted stock
and performance shares (sometimes referred to individually or collectively as “awards’) to our non-employee
directors, officers, employees, and consultants. To date restricted stock and stock options have been granted.

Key 2007 Equity Incentive Plan Provisions. A summary of the key provisions of our 2007 Equity
Incentive Plan are set forth below under the heading “2007 Equity Incentive Plan.”

Objectives of the 2007 Equity Incentive Plan. The 2007 Equity Incentive Plan, which is administered by
our compensation committee, is intended to attract, motivate and retain experienced executives and to encour-
age stock ownership by such individuals, thereby aligning their interests with those of our stockholders.

Timing of Awards. Our compensation committee determined, at the commencement of our initial public
offering, that restricted stock grants would be made to our executive officers at the time we reached our
minimum offering amount. Accordingly, such initial grants were made at the time we reached our minimum
offering amount in August 29, 2008. It was also determined, at the commencement of our initial public offer-
ing, that stock options would be awarded at each one year anniversary of the date we reach our minimum
offering amount. Accordingly, on August 29, 2009, awards of stock options were made to certain of our
executive officers.

Number and Mix of Equity Awards. The compensation committee does not utilize performance goals in
determining the number of incentive awards to be granted. In determining the number and mix of incentive
awards to be awarded, the compensation committee considers the number of incentive awards previously
granted to an executive officer and that executive’s contribution to us, including an assessment of the execu-
tive’s responsibilities, as well as the executive’s anticipated contributions in the future. In considering the
number and mix of equity award to grant in 2009, the compensation committee took into consideration the
number of shares sold in our initial public offering relative to the number of shares anticipated to be granted
as awards to directors and officers as set forth in our initial prospectus when we commenced our initial public
offering. It was determined that the number of awards granted in 2009 and in the future would need to be
reduced from the amounts stated in our initial prospectus, so as to maintain a reasonable proportion between
shares granted as compensation and shares sold in our initial public offering. Accordingly, in allocating equity
grants in 2009, the compensation committee considered the extent to which the initial grants of restricted
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stock at the outset of our initial public offering were adequate to compensate each executive for his perfor-
mance in 2009. The goal of the compensation committee is to establish a compensation structure in which
each executive receives a similar level of compensation as the other executives for similar levels of responsi-
bility and performance.

Reasons for the Awards Granted. The following is a discussion of the reasons our compensation com-
mittee chose the number and mix of equity awards for each of the executive officers, as applicable.

William A. Shopoff, our Chairman, President and Chief Executive Officer.  Mr. Shopoff has received no
equity awards under the 2007 Equity Incentive Plan. Mr. Shopoff’s sole compensation for the performance of
the company is through his ownership interest in Shopoff Advisors, our advisor. In connection with his owner-
ship interest, he will earn 50% of any profits after investors have received a return of their investment plus an
annual 10% preferred return.

Edward Fitzpatrick, our Executive Vice President and a Director. The compensation committee awarded
Mr. Fitzpatrick an initial restricted stock grant of 75,000 shares at the time we reached the minimum offering
amount in August 2008, which shares vest in equal percentages over a five-year period. Mr. Fitzpatrick’s
expertise in asset selection, entitlements and land planning were integral to our real estate acquisition efforts
in 2009. The compensation committee determined that his efforts in identifying properties that represented
opportunities for significant capital appreciation and his effective implementation of our business plan war-
ranted the 75,000 shares of restricted stock he was granted at the outset of the offering. Because the pool of
shares available for grant had been reduced as a result of a lower number of shares sold in the offering, the
compensation committee did not allocate additional shares to Mr. Fitzpatrick from that pool for 2009. The
compensation committee will determine on an annual basis whether additional shares are available for grant
under our 2007 Equity Incentive Plan for each executive officer.

Kevin M. Bridges, our Chief Financial Officer, and Corporate Secretary and a Director. The compensa-
tion committee awarded Mr. Bridges an initial restricted stock grant of 18,750 shares at the time we reached
the minimum offering amount, which vest in equal percentages over a five-year period. This initial award was
based upon the anticipated responsibilities of Mr. Bridges to serve as our Chief Financial Officer. It was
anticipated that Mr. Bridges’ responsibilities would be limited to overseeing the financial aspects of our busi-
ness, including matters that relate to budget management, financial reports, taxes and interfacing with our
outside auditors. Since the time we commenced our initial offering, Mr. Bridges has taken on a much more
expansive role in the organization. In addition to overseeing the financial aspects of our business, Mr. Bridges
was named Corporate Secretary and has taken on a lead role in working with our outside legal counsel to
address the variety of securities and corporate governance responsibilities that come with operating a public
company. He has also worked as a liaison between us and our broker-dealer, Shopoft Securities, Inc., to
address matters related to the Financial Industry Regulatory Authority and to keep abreast of our sales efforts.
He coordinates and attends all meetings of our Board of Directors and our committees. He has participated in
identifying real estate investment opportunities in various states and travels to those states, as necessary, to
conduct due diligence. Because of Mr. Bridges’ expanded role in our organization in 2009, his successful
performance in that expanded role, and the compensation committee’s desire to bring each executive into
parity in terms of the number of equity awards granted, the compensation committee awarded Mr. Bridges
options to purchase 37,000 shares of our stock, on August 29, 2009, instead of the anticipated 12,500 as set
forth in our initial prospectus. The stock options vest in 5 equal installments beginning on the grant date and
on each anniversary of the grant date over a period of 4 years. The compensation committee will determine
on an annual basis whether additional shares are available for grant under our 2007 Equity Incentive Plan for
each executive officer.

Tim McSunas, our Chief Investment Officer. The compensation committee awarded Mr. McSunas an
initial restricted stock grant of 50,000 shares, which shares vest in equal percentages over a five-year period.
As Chief Investment Officer, Mr. McSunas’ primary role has been to identify real estate assets that are consis-
tent with and will help us achieve our investment objectives. The compensation committee determined that
Mr. McSunas successfully carried out his duties in 2009 by identifying a large number of properties that were
consistent with our investment objectives and by conducting significant due diligence on such properties to
determine which properties were appropriate for acquisition. Because the pool of shares available for grant
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had been reduced as a result of a lower number of shares sold in the offering, the compensation committee
slightly reduced the option award granted to Mr. McSunas from the anticipated 33,000 set forth in our initial
prospectus to 25,000, which award was granted on August 29 2009. The stock options vest in 5 equal install-
ments beginning on the grant date and on each anniversary of the grant date over a period of 4 years. The
compensation committee will determine on an annual basis whether additional shares are available for grant
under our 2007 Equity Incentive Plan for each executive officer.

The following information is furnished for our principal executive officer and our two most highly com-
pensated executive officers (the “named executive officers”) who received total compensation of $100,000 or
more during the year ended December 31, 2009.

Summary Compensation Table

Stock Option
Awards Awards Total
Name and Principal Position Year v ™ $)
William A. Shopoff 2009 — — —
Chairman, President and Chief Executive Officer 2008 _ — —
Kevin M. Bridges 2009 — 37,000 351,500
Chief Financial Officer and Corporate Secretary 2008 18,750 — 178,125
Tim McSunas 2009 — 25,000 237,500
Executive Vice President and Chief Investment Officer 2008 50,000 _ 475,000

(1) Pursuant to new SEC regulations regarding the valuation of equity awards, amounts in this column
represent the applicable full grant date fair values of stock awards or stock options in accordance with
FASB ASC Topic 718, excluding the effect for forfeitures. To facilitate year-to-year comparisons, the
SEC regulations require companies to present recalculated disclosures for each preceding year required
under the rules so that equity awards and stock options reflect the applicable full grant date fair values,
excluding the effect of forfeitures. The total compensation column is recalculated accordingly.

The following table summarizes information as of December 31, 2009, relating to our 2007 Equity
Incentive Plan, pursuant to which grants of options, restricted stock, or other rights to acquire shares may be
granted.

Equity Compensation Plan Information

Number of Securities
Remaining Available for

Number of Securities to Weighted-average Future Issuance Under
be Issued Upon Exercise Price of Equity Compensation
Exercise of Outstanding Outstanding Options, Plans (excluding
Options, Warrants and Warrants and securities reflected in
Plan Category Rights (a) Rights (b) column (a)) (¢)

Equity compensation plans approved

by security holders . ........... 1,655,000 $9.50 1,403,250
Equity compensation plans not

approved by security holders . .. .. — = —
Total ........ ... ... ... ... ... 1,655,000 $9.50 1,403,250
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The following table provides information with respect to outstanding equity awards as of December 31,
2009, held by our named executive officers:

Outstanding Equity Awards at Fiscal Year-End

Option Awards Stock Awards
Equity Equity
Incentive Plan Incentive Plan
Awards: Awards:
Number of Market or
Number of Number of Unearned Payout Value of
Securities Securities Shares, Units Unearned
Underlying Underlying or Other Shares, Units or
Unexercised Unexercised Rights That Other Rights
Options Options Option Option Have Not That Have Not
Exercisable Unexercisable Exercise Expiration Vested Vested
Name #) #) Price ($) Date (#) ($)
William A. Shopoff. . . — — — — —
Kevin M. Bridges. . . . 7,400 29,600 $9.50 08 29 2019 15,000 $142,500
Tim McSunas. . . .. .. 5,000 20,000 $9.50 08 29 2019 40,000 $380,000

Director Compensation

Cash Compensation

We paid an aggregate of $160,807 in fees to our non-officer directors in 2009, consisting of their annual
retainer and payment for attendance board meetings. In addition to the annual retainer of $20,000 per non-
officer director, the non-officer directors are entitled to the following fees for attendance at board and
committee meetings:

e $1,500 per board meeting in person or $750 if by telephone;

e $1,000 annually for members of the audit committee, except the audit committee chairperson
receives $7,500 annually;

e $750 annually for the nominating and corporate governance committee and compensation committee
members, except the nominating and corporate governance committee and compensation committee
chairpersons receive $2,500 annually.

Equity-Based Compensation

Our non-officer directors received a restricted stock award of 5,000 shares each under our 2007 Equity
Incentive Plan. Each restricted stock award has a vesting schedule of four years and vests in equal percentages
each year. Our non-officer directors will also receive stock option grants of 3,000 shares per year following
the date of the initial grant. Chairpersons of each of our standing committees will receive stock option grants
of 3,500 shares per year instead of 3,000 shares per year. During the period of restriction, the restricted stock
awards are subject to our right of return, which lapses beginning on the first anniversary of the grant date and
each anniversary thereafter in equal installments over a period of four years. A description of the 2007 Equity
Incentive Plan is set forth above.
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The following table sets forth information regarding the various components of compensation to our
non-officer directors during the fiscal year ended December 31, 2009:

Director Compensation Table

Non-Equity

Fees Earned or Stock Option Incentive Plan All Other

Paid in Cash Awards Awards Compensation Compensation Total
(a) Name (b) $) () H @ @$" e %) e ® (h) $)
Melanie Barnes . . . . $25,248 $ — $28,500 — — 53,748
Diane Kennedy® . . . $ 4,029 $  — $  — — — 4,029
Stuart McManus. . . . $31,506 $ — $28,500 — — 60,006
Patrick Meyer™ . ... $29,256 $  —  $33250 — — 62,506
Glenn Patterson® . . . $38,159 [ — $33,250 — — 71,409
Jeffrey W. Shopoff . . $24.504 $ — $28.500 — — 53,004
Kerry Vandell® . ... § 8,105 $47500 $ — — — 55,605

(1) Pursuant to new SEC regulations regarding the valuation of equity awards, amounts in this column
represent the applicable full grant date fair values of stock awards or stock options in accordance with
FASB ASC Topic 718, excluding the effect for forfeitures. To facilitate year-to-year comparisons, the
SEC regulations require companies to present recalculated disclosures for each preceding year required
under the rules so that equity awards and stock options reflect the applicable full grant date fair values,
excluding the effect of forfeitures. The total compensation column is recalculated accordingly.

(2) Diane Kennedy resigned as director and chairwoman of our audit committee on February 11, 2009.

(3) Patrick Meyer is the chairman of our nominating and governance committee.

(4) Glenn Patterson is the chairman of our compensation committee and is the chairman of our audit
committee.

(5) Kerry Vandell was approved by the Board of Directors on September 23, 2009.

Compensation Committee Interlocks and Insider Participation

Our compensation committee discharges our board’s responsibilities relating to compensation of our
executives and directors, which are limited to administering grants of stock-based awards in accordance with
the 2007 Equity Incentive Plan. The members of our compensation committee are Glenn Patterson
(Chairman), Patrick Meyer, and Stuart McManus, all of whom are independent directors.

We have no compensation committee interlocks. A compensation committee interlock would occur if
(i) one our executive officers served as a member of the compensation committee (or other board committee
performing equivalent functions) of another entity, one of whose executive officers served on our compensa-
tion committee; (ii) one of our executive officers served as a director of another entity, one of whose executive
officers served on our compensation committee; or (iii) one of our executive officers served as a member of
the compensation committee (or other board committee performing equivalent functions) of another entity, one
of whose executive officers served as one of our directors.

2007 Equity Incentive Plan

The following is a summary of the principal features of the 2007 equity incentive plan, or plan. This
summary highlights information from the plan. Because it is a summary, it may not contain all the information
that is important to you. To fully understand the plan, you should carefully read the entire plan, which is
included as an exhibit to the registration statement, of which this prospectus is a part.

General. 'The plan provides for grants of stock options, stock appreciation rights (SARs), restricted
stock and performance shares (sometimes referred to individually or collectively as ““Awards’’) to our non-
employee directors, officers, employees, and consultants. Stock options may be either “incentive stock
options,” as defined in Section 422 of the Internal Revenue Code (ISOs), or nonqualified stock options
(NQSOs).
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Shares Subject to the Plan. The plan reserves 1,655,000 shares for issuance and to serve as the underly-
ing equity instrument of all Awards granted under the plan. We have registered such shares with the Securities
and Exchange Commission. When Awards made under the plan expire, or are forfeited or cancelled, the
underlying shares will become available for future Awards under the plan. Shares awarded and delivered under
the plan may be authorized but unissued, or reacquired shares.

Plan Administration; Amendment and Termination. Our board and/or one or more of its committees
administers the plan in accordance with applicable law (““Plan Administrator’’). The Plan Administrator may
amend, suspend or terminate any portion of the plan for any reason, but must obtain stockholder consent for
any material plan amendment, or the consent of affected plan participants if any such action alters or impairs
any obligations regarding Awards that have been granted. Additionally, see “No Material Amendments or
Re-Pricing without Stockholder Approval” below. The plan terminates 10 years from the date of its adoption
by our board. However, such termination will not affect Awards granted under the plan prior to termination.

Eligibility for Awards. Our employees, officers, consultants and non-employee directors may be granted
Awards under the plan. The Plan Administrator determines which individuals will receive Awards, as well as
the number and composition of each Award. Awards under the plan may consist of a single type or any com-
bination of the types of Awards permissible under the plan as determined by the Plan Administrator (or by the
full board in the case of Awards to non-employee directors). These decisions may be based on various factors,
including a participant’s duties and responsibilities, the value of the participant’s past services, his/her poten-
tial contributions to our success, and other factors. As of the date of this prospectus, we have no employees,
6 non-employee directors, and no consultants.

Exercise Price Limitations. 'The Plan Administrator will determine the exercise price for the shares
underlying each Award on the date the Award is granted. However, the exercise price for shares under an ISO
may not be less than 100% of the fair market value on the date the Award is granted. The exercise price for
SARs and NQSOs also may not be less than 100% of fair market value on the date of grant.

No Material Amendments or Re-Pricing without Stockholder Approval.  Except for adjustments upon
changes in capitalization, dissolution, merger or asset sale, the plan prohibits us from making any material
amendments to the plan or decreasing the exercise price or purchase price of any outstanding Award (includ-
ing by means of cancellation or re-grant) without the approval of a majority of our stockholders.

Individual Grant Limits. No participant may be granted Awards in any one year to purchase more than
an aggregate total of the lesser of (i) 2% of our total number of outstanding shares immediately prior to the
grant, or (ii) 400,000 shares. Such limitation is subject to proportional adjustment in connection with any
change in our capitalization as described in the plan.

Award Exercise; Payment of Exercise Price. The Plan Administrator will determine when Awards
become exercisable. However, no Award may have a term longer than 10 years from the date of grant unless
otherwise approved by our stockholders, and no Award may be exercised after expiration of its term. Payment
for any shares issued upon exercise of an Award shall be specified in each participant’s Award Agreement, and
may be made by cash, check or other means specified in the plan.

Tax Withholding. We have the right to deduct or withhold or require a participant to remit to us an
amount sufficient to satisfy federal, state, local and any applicable foreign taxes (including FICA obligations,
if applicable) required to be withheld with respect to the grant, exercise or vesting of any Award.

Effect of Termination, Death, Disability or Retirement. 1If a participant’s employment, consulting
arrangement, or service as a non-employee director terminates for a reason other than death, disability or
retirement, vesting of ISOs and NQSOs (and related SARs) generally will stop as of the effective termination
date. Participants other than non-employee directors generally will have 3 months from their termination date
to exercise vested options before they expire. Non-employee directors generally have a period of 12 months
from the date they cease their service as a director to exercise their vested options before they expire. Longer
post-termination exercise periods apply in the event of retirement (in the case of employee participants only),
or a termination of employment or cessation of service resulting from death or disability. The post-termination
exercise period may be as short as 5 business days if a participant is dismissed for cause.
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Nontransferability of Awards. Unless otherwise determined by the Plan Administrator, Awards granted
under the plan are not transferable other than by will or the laws of descent and distribution, and may be
exercised by the participant only during the participant’s lifetime.

Right of First Refusal. In the event that a participant proposes to sell, pledge or otherwise transfer any
shares acquired under the plan, we have the right of first refusal of such shares. If we fail to exercise our right
of first refusal within 30 days after receiving written notice from the participant of his/her desire to sell
shares, the participant may conclude a transfer of the shares, provided that any such sale is made in compli-
ance with applicable federal and state securities laws. In the event that the shares become readily tradable on
an established securities market when the participant desires to transfer shares, we have no right of first
refusal.

Stock Appreciation Rights. Under the plan, SARs must be settled in shares and granted with an exercise
price of not less than 100% of the fair market value on the date of grant. Upon exercise of a SAR, a
participant is entitled to receive a number of shares that is equivalent in value to the difference between the
fair market value on the exercise date and the exercise price of the SAR. For example, assume a participant
is granted 100 SARs with an exercise price of $10. When the SARs become exercisable, assume the fair
market value of the shares is $20 per share. At exercise, the participant is entitled to receive 50 shares
[(($20 — $10) x 100) / $20].

Restricted Stock. The plan also permits us to grant restricted stock. The Plan Administrator has discre-
tion to establish periods of restriction during which shares awarded remain subject to our right to repurchase if
the participant’s employment or term of service terminates for any reason (including death or disability).
Restrictions may be based on the passage of time, the achievement of specific performance objectives, or
other measures as determined by the Plan Administrator in its discretion. During periods of restriction, a
participant has the right to vote his/her restricted stock and to receive distributions and dividends, if any, but
may not sell or transfer any such shares.

Performance Shares. The plan also permits us to grant performance shares that are payable in shares of
our stock. Each performance share is equivalent in value to one share of our stock. Depending on the number
of performance shares that become vested at the end of the performance period, the equivalent number of
shares are payable to the participant. The performance goals can be based on our and/or individual perfor-
mance objectives as determined by the Plan Administrator. The plan is designed to permit us to pay
compensation that qualifies as performance-based compensation under Section 162(m) of the Internal Revenue
Code.

Changes in Capitalization; Change of Control. The plan provides for exercise price and quantity adjust-
ments if we declare a stock dividend or stock split. Also, vesting or restriction periods may be accelerated if
we merge with another entity that does not either assume the outstanding Awards or substitute equivalent
Awards.

Participation in the Plan. The grant of Awards is subject to the discretion of the Plan Administrator.

Tax Consequences of the 2007 Equity Incentive Plan

Option Grants: Options granted under the plan may be either incentive stock options which satisfy the
requirements of Section 422 of the Internal Revenue Code or nonqualified stock options which are not
intended to meet those requirements. The federal income tax treatment for nonqualified stock options and
incentive stock options are as follows:

Nongqualified Stock Options. No taxable income is recognized by an optionee upon the grant of a non-
qualified stock option. Generally, the optionee will recognize ordinary income in the year in which the option
is exercised. The amount of ordinary income will equal the excess of the fair market value of the purchased
shares on the exercise date over the exercise price paid for the shares. We and the optionee are required to
satisfy the tax withholding requirements applicable to that income, unless the optionee is a non-employee
director, where in such case tax withholding is not required. We will be entitled to an income tax deduction
equal to the amount of ordinary income recognized by the optionee with respect to exercised nonqualified
stock options. We will generally receive the tax deduction in the taxable year that the ordinary income is
recognized by the optionee.
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Incentive Stock Options. No taxable income is recognized by an optionee upon the grant of an incentive
stock option. Generally, the optionee will not recognize ordinary income in the year in which the option is
exercised although the optionee’s gain from exercise may be subject to alternative minimum tax. If the
optionee sells the underlying shares acquired from the option within two years after the option grant date or
within one year of the option exercise date, then this is treated as a disqualifying disposition and the optionee
will be taxed in the year of disposition on the gain from exercise, but not exceeding the gain from disposition
as ordinary income and the balance of the gain from disposition, if any, as short-term capital gain. We will be
entitled to an income tax deduction that equals the amount of the optionee’s compensatory ordinary income. If
the optionee does not make a disqualifying disposition, then we will not be entitled to a tax deduction.

Restricted Shares Plan. The tax principles applicable to the issuance of restricted shares under the plan
will be substantially the same as those summarized above for the exercise of non-statutory option grants in
that they are both governed by Section 83 of the Internal Revenue Code. Generally, when the restriction
lapses, the grantee will have ordinary income equal to the difference between the fair market value of the
shares on the vesting date and any amount paid for the shares. Alternatively, at the time of the grant, the
grantee may elect under Section 83(b) of the Internal Revenue Code to include as ordinary income in the year
of the grant, an amount equal to the difference between the fair market value of the granted shares on the
grant date and any amount paid for the shares. If the Section 83(b) election is made, the grantee will not
recognize any additional compensation income when the restriction lapses, but may have capital gain income
or loss upon sale of the shares. We will be entitled to an income tax deduction equal to the ordinary income
recognized by the grantee in the year in which the grantee recognizes such income.

Performance Shares. Generally, a plan participant who is granted performance shares will recognize
ordinary income in the year of the grant of the right, if a present transfer of stock or value is made to the
participant, or in the year of payment if no present transfer occurs. That income will generally be equal to the
fair market value of the granted right or payment. We will generally be entitled to an income tax deduction
equal to the income recognized by the participant on the grant or payment date for the taxable year in which
the ordinary income is recognized by the participant.

Deductibility of executive compensation. We anticipate that any compensation deemed paid by us in
connection with the exercise of both Incentive Stock Options and nonqualified stock options granted with
exercise prices equal to or greater than the fair market value of the shares on the grant date will not be subject
to the Internal Revenue Code Section 162(m) $1 million limitation per covered individual on the deductibility
of the compensation paid to certain of our executive officers. Accordingly, we believe all compensation
deemed paid under the plan with respect to those dispositions or exercises will remain deductible by us with-
out limitation under Internal Revenue Code Section 162(m).
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

William A. Shopoff is our Chairman of the Board, Chief Executive Officer, and President. He serves in
the same capacities for Shopoff Advisors. He is also the founder and President of The Shopoff Group, L.P., a
Delaware limited partnership, our sponsor. Shopoff Advisors is primarily responsible for managing our day-to-
day business affairs and assets and carrying out the directives of our board of directors. Shopoff Advisors will
receive substantial compensation and fees for services relating to the investment and management of our
assets. The Shopoff Revocable Trust dated August 12, 2004, a trust owned by William A. Shopoff, is the sole
stockholder of Shopoff Securities, Inc., our broker-dealer in this offering.

To satisfy the requirements of the North American Securities Administrators Association, prior to this
offering The Shopoff Group purchased 21,100 shares of our common stock at a price of $9.50 per share, or
$200,450. The Shopoff Group purchased those shares for cash and may not sell these shares for as long as it
serves as the sponsor to us; however, The Shopoff Group may transfer all or a portion of these shares to its
affiliates, although it has no current intention to do so.

On November 12, 2009, we retained the law firm of Shopoff & Cavallo LLP to represent our affiliate
SPT SWRC, LLC, in connection with the arbitration of a dispute related to one of the assets we acquired and
then subsequently sold through this affiliate. Jeffrey Shopoff, one of our directors and the brother of William
A. Shopoft, our Chairman, President and Chief Executive Officer, is a named partner in Shopoff & Cavallo
LLP. The dispute is related to obligations retained by both Pulte Home, when it sold the Winchester Ranch
project to SPT SWRC, LLC, on December 31, 2008, and by SPT SWRC, LLC when it resold the Winchester
Ranch project to a company called Khalda on March 20, 2009, to complete certain improvements, such as
grading and infrastructure. The arbitration process is on-going and, although we believe the request for
declaratory relief by the claimants has no legal basis and that the issue is not arbitrable since no actual dispute
exists, we cannot predict the outcome of the arbitration proceedings and, consequently, we cannot predict the
amount of the legal fees that may be incurred in connection with this matter. This related transaction was
approved by members of our nominating and corporate governance committee in accordance with the proce-
dures discussed below.

Our Related Party Transaction Policy

Policy Statement. Our Board of Directors understands that related party transactions (as defined below)
may raise concerns among our investors that those transactions are not made in the best interests of our
shareholders. It is our policy to enter into or ratify related party transactions only when the Board of Direc-
tors, acting through the nominating and corporate governance committee or as otherwise described herein,
determines that the related party transaction in question is in, or is not inconsistent with, our best interest and
the best interest of our shareholders. Therefore, we have adopted the written policies and procedures set forth
below for the review, approval or ratification of related party transactions.

Our policy has been approved by the Board of Directors and our nominating and corporate governance
committee. The nominating and corporate governance committee shall review this policy annually and shall
make changes to our policy from time to time. Any changes shall be reported to the Board of Directors at the
next meeting following the approval of such changes.

Related Party Transactions Defined. For the purposes of this policy, a “related party transaction” is any
transaction, arrangement or relationship or any series of similar transactions, arrangements or relationships
(including any indebtedness or guarantee of indebtedness) in which:

e  we are a participant; and

e any related party has or will have a direct or indirect interest (other than solely as a result of being a
director or a less than 10 percent beneficial owner of another entity).

Related Party Defined. For purposes of this Policy, a “related party” is any:

e person who is or was, since the beginning of the last fiscal year, even if they do not presently serve
in that role, an executive officer, director or nominee for election as a director;

e greater than 5 percent beneficial owner of any class of our voting securities;
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* immediate family member of any of the foregoing persons, which means any child, stepchild, parent,
stepparent, spouse, sibling, mother-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law,
or sister-in-law of the director, executive officer, nominee or more than 5 percent beneficial owner,
and any person (other than a tenant or employee) sharing the household of such director, executive
officer, nominee or more than 5 percent beneficial owner; or

e firm, corporation or other entity in which any of the foregoing persons is employed or is a general
partner or principal or in a similar position or in which such person has a 5 percent or greater
beneficial ownership interest.

Procedures. 'The nominating and corporate governance committee shall review the material facts of all
related party transactions that require the nominating and corporate governance committee’s approval and
either approve or disapprove of the entry into the related party transaction, subject to the exceptions described
below. If advance nominating and corporate governance committee approval of a related party transaction is
not feasible, then the related party transaction shall be considered and, if the nominating and corporate gover-
nance committee determines it to be appropriate, ratified at the nominating and corporate governance
committee’s next regularly scheduled meeting. In determining whether to approve or ratify a related party
transaction, the nominating and corporate governance committee will take into account, among other factors it
deems appropriate, whether the related party transaction is on terms no less favorable than terms generally
available to an unaffiliated third-party under the same or similar circumstances and the extent of the related
party’s interest in the transaction.

No director shall participate in any discussion or approval of a related party transaction for which he or
she is a related party, except that the director shall provide all material information concerning the related
party transaction to the nominating and corporate governance committee.

Ongoing Related Party transactions. If a related party transaction will be ongoing, the nominating and
corporate governance committee, at its first meeting of each fiscal year, shall review any previously approved
or ratified related party transactions that remain ongoing and have a remaining term of more than six months
to determine whether they are in compliance with the committee’s guidelines and whether it is in our or our
shareholders best interest to continue, modify, or terminate the related party transaction.

Disclosure.  All related party transactions that are required to be disclosed in our filings with the Securi-
ties and Exchange Commission, as required by the Securities Act of 1933, as amended, and the Securities
Exchange Act of 1934, as amended, and related rules and regulations, shall be so disclosed in accordance with
such laws, rules and regulations.

The material features of our policy are also disclosed in our annual report on Form 10-K or in our proxy
statement, as and when required by applicable laws, rules and regulations.
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OUR ADVISOR

Our advisor, Shopoff Advisors, L.P., is primarily responsible for managing our day-to-day business affairs
and assets and carrying out our board of directors’ directives. Shopoff Advisors is a Delaware limited partner-
ship that was formed on November 17, 2006. Mr. William A. Shopoff also owns interests in and is the
President of The Shopoff Group, an affiliate of Shopoft Advisors. Since 1992, The Shopoff Group has directed
the acquisition and disposition of more than 600 real estate properties, raising more than $200 million in
equity.

Shopoff Advisors may engage The Shopoff Group to provide services in connection with our properties.

Management

The following table sets forth information with respect to Shopoff Advisor’s executive officers:

Name Position
William A. Shopoff President and Chief Executive Officer

Jeffrey W. Shopoff Executive Vice President and Corporate Secretary
Edward J. Fitzpatrick Executive Vice President

Tim McSunas Chief Investment Officer

Kevin M. Bridges Chief Financial Officer

The background of each of the executive officers referenced above is described under the ‘““Management
of Shopoff Properties Trust, Inc. — The Directors and Executive Officers” section of the prospectus.

The Advisory Agreement

Under the terms of the advisory agreement, Shopoff Advisors generally:

e evaluates and recommends purchases, sales, refinancings, development and entitlement of property;
e has responsibility for our day-to-day operations;

e administers our bookkeeping and accounting functions;

e serves as our consultant in connection with policy decisions to be made by our board of directors;
o manages or causes to be managed our properties and other assets; and

*  may render other property-level services if our board of directors requests.

Shopoff Advisors is subject to the supervision of our board of directors and, except as expressly provided
in the advisory agreement, has only such additional functions as are delegated to it. In addition, Shopoff
Advisors will have a duty to our stockholders. A copy of the advisory agreement has been filed as an exhibit
to the registration statement, of which this prospectus is a part, and you may obtain a copy from us.

Fees and Expenses

Shopoff Advisors or our other affiliates will receive Acquisition and Advisory Fees, Reimbursement of
Acquisition Expenses, Debt Financing Fees, Asset Management Fees, Property Management Fees, Leasing
Fees, Construction Fees and Disposition Fees as set forth below in the section entitled ‘“Management
Compensation.”

Term

The advisory agreement, which was entered into by us with the approval of a majority of our indepen-
dent directors, is for a one-year term subject to successive one-year renewals upon the mutual consent of the
parties. In determining whether to renew the advisory agreement, our board of directors will re-evaluate the
performance of Shopoff Advisors. The criteria used in such evaluation will be reflected in the minutes of our
board of director’s meetings.

The advisory agreement may be terminated by Shopoff Advisors or us upon 60 days’ prior written notice
without cause. Each advisory agreement we enter into in the future will include a provision making it termi-
nable by a majority of the independent directors, or the advisor upon 60 days’ prior written notice without
cause or penalty.
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If the advisory agreement is terminated, the advisory agreement requires Shopoff Advisors to cooperate
with us and take all reasonable steps requested to assist the directors in making an orderly transition of all
advisory functions. If the advisory agreement is terminated, our board of directors, including a majority of the
independent directors, will determine that any successor advisor possesses sufficient qualifications to:

e perform the advisory function for us; and

e justify the compensation provided for in the contract with us.

If we liquidate all or a portion of our assets, Shopoff Advisors may be entitled to compensation pursuant
to the ““Subordinated Participation in Net Sale Proceeds” described under the heading ‘“Management Compen-
sation.”” Additionally, if the advisory agreement is terminated in connection with the listing of our shares of
common stock on a national securities exchange, Shopoff Advisors may be entitled to receive compensation
pursuant to the “Subordinated Incentive Listing Fee’ described under the heading ‘“Management Compensa-
tion.” Further, we may choose to redeem Shopoff Advisors’ limited partner interest in our operating
partnership or terminate the advisory agreement with Shopoff Advisors other than for material breach of the
advisory agreement, which may entitle it to receive cash, an interest bearing note or if agreed by us and
Shopoff Advisors, shares of our common stock or units of limited partnership interest in our operating partner-
ship equal to the amount that would be payable to the advisor pursuant to the *“‘Subordinated Performance
Fee” described under the heading ‘“Management Compensation” if we liquidated all of our assets for their
estimated fair market value. Finally, upon the termination of our advisory agreement, the advisory agreement
provides that our independent directors and Shopoff Advisors will agree on the compensation payable to the
advisor pursuant to such termination.

Possible Internalization

Many REITs that are listed on a national securities exchange or included for quotation on a national
market system are considered ‘‘self-administered” because the employees of the REIT perform all significant
management functions. In contrast, REITs that are not self-administered, like ours, typically engage a third-
party to perform management functions on their behalf. Accordingly, if we apply to have our shares listed for
trading on a national securities exchange, it may be in our best interest to become self-administered. If the
independent directors determine that we should become self-administered, the advisory agreement contem-
plates the internalization of Shopoff Advisors into us and the termination of the advisory agreement, with the
consideration for such internalization and termination to be determined by us and Shopoff Advisors. In the
event Shopoff Advisors is internalized into us, many of Shopoff Advisors’ key employees will become our
employees. While we would then be relieved of paying fees to Shopoff Advisors under the advisory agree-
ment, we would be required to pay the salaries of Shopoff Advisors’ employees and related costs and expenses
formerly absorbed by Shopoff Advisors under the advisory agreement.

Indemnification

We have agreed to indemnify Shopoff Advisors, its managers, members and employees and pay or reim-
burse reasonable expenses in advance of final disposition of a proceeding with respect to claims relating to
alleged acts or omissions of Shopoff Advisors, provided that:

. the indemnified person determined, in good faith, that the course of conduct that caused a loss or
liability was in our best interests;

e the indemnified person was acting on behalf of, or performing services for, us;
e such liability or loss was not the result of negligence or misconduct; and

e such indemnification or agreement to hold harmless is recoverable only out of our net assets and not
from our stockholders.
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Other Services

In addition to the services described above to be provided by Shopoff Advisors and its affiliates, if we
request, affiliates of Shopoff Advisors may provide other property-level services to us and may receive com-
pensation for such services, including development, loan origination and servicing, property tax reduction and
risk management fees. However, under no circumstances will such compensation exceed an amount that
would be paid to non-affiliated third parties for similar services. A majority of the independent directors must
approve all compensation for such other services paid to Shopoff Advisors or any of its affiliates.
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MANAGEMENT COMPENSATION

The compensation table below outlines compensation that we will pay to Shopoff Advisors, Shopoff
Securities, and some of our other affiliates in connection with the investment and management of our assets
and other payments that are subordinated to achieving the returns listed in the table below.

In those instances in which there are maximum amounts or ceilings on the compensation and reimburse-
ments which may be received by Shopoff Advisors or the reimbursements which may be received by Shopoft
Securities, Shopoff Advisors and Shopoft Securities may not recover any amounts in excess of such ceilings
or maximum amounts for those services by reclassifying such services under a different compensation or fee
category. Except as expressly provided in the table, we will not pay, directly or indirectly, a commission or
fee to Shopoff Advisors or its affiliates in connection with the reinvestment of the proceeds of any resale,
exchange, financing or refinancing of a company property.

ORGANIZATION AND OFFERING STAGE

Type of Compensation/Recipient Method of Compensation Estimated Maximum Amount”

Marketing Fee/Shopoff Securities  Fixed fee of $100,000 per month® paid by $3,600,000
The Shopoff Group directly to Shopoff
Securities (not from the proceeds of this
offering) to cover administrative costs, such
as employee salaries and other employee-
related expenses, the office lease, computer
and technology, insurance and office

supplies.
Reimbursement of Organization Reimbursement of actual expenses is $5,750,000
and Offering Expenses/Shopoff allowable up to 12.3% of gross offering
Advisors, Shopoff Securities, proceeds at the minimum offering amount;
and The Shopoff Group however, we expect actual expenses to be

approximately 2.88% of gross offering
proceeds, or $5,750,000, if we raise the
maximum amount pursuant to this offering.
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ACQUISITION STAGE

Type of Compensation/Recipient Method of Compensation Estimated Maximum Amount
Acquisition and Advisory 3% of (i) the contract purchase price of the $5,827,500
Fees/Shopoff Advisors underlying property, for any real estate

asset acquired by us directly or indirectly
other than a real estate-related investment,
and (ii) the contract purchase price of the
underlying property, for any real estate-
related investment acquired by us directly
or indirectly. We will not pay acquisition
and advisory fees in connection with any
temporary investments.

Reimbursement of Acquisition Reimbursement of actual expenses incurred Not determinable at this
Expenses/Shopoff Advisors on an on-going basis.® time.
and Third Parties
Debt Financing Fee/Shopoff 1% of the amount available under any loan  Actual amounts are depen-
Advisors or line of credit made available to us. dent upon the amount of
Shopoff Advisors will pay some or all of any debt financed and,
the fees to third parties with whom it therefore, cannot be deter-
subcontracts to coordinate financing for mined at the present time.
us. @
(1) For purposes of this calculation, we have assumed that no debt financing is used to acquire properties or

2

3

“

other investments. However, it is our intent to leverage our investments with debt. Therefore, this amount
is dependent upon the value of our properties as financed and cannot be determined at the present time.
For illustrative purposes, assuming we use debt financing in connection with the acquisition of our prop-
erties or other investments and further assuming no reinvestments with the proceeds of any sales of
investments were made, we could make investments with an aggregate contract price of approximately
$400,000,000, less applicable fees, expenses, and reserves for working capital, if the maximum offering is
sold. In such a case, acquisition and advisory fees could be approximately $12,000,000 (3% of
$400,000,000); acquisition expenses could be approximately $2,000,000 (.5% of $400,000,000); and debt
financing fees could be approximately $4,000,000 (1% of $400,000,000). (See “Estimated Use of Pro-
ceeds of this Offering” for more information.)

We are not receiving a selling commission in connection with the offering. However, at the completion of
the offering and in the sole and absolute discretion of The Shopoff Group, a marketing fee is payable
from The Shopoft Group to our broker-dealer to assist our broker-dealer in discharging its obligations
under the Broker-Dealer Agreement and to cover administrative and operational costs. The monthly
marketing fee of $100,000 is estimated based on the anticipated three-year term of the offering and is
non-refundable to The Shopoff Group. Payment of the marketing fee from The Shopoff Group to our
broker-dealer may also be withheld to the extent that such fee would result in our broker-dealer receiving
total underwriting compensation in excess of that which is permitted under the rules of FINRA.

This amount includes customary third-party acquisition expenses, such as legal fees and expenses, costs
of appraisal, accounting fees and expenses, title insurance premiums and other closing costs and miscella-
neous expenses relating to the acquisition of real estate. We estimate that the third-party costs would
average .5% of the contract purchase price of property acquisitions, but the amount of the acquisition
expenses is not limited to any specific amount. (See ‘“‘Estimated Use of Proceeds of this Offering” for
more information.)

In the event that the 1% debt financing fee does not cover all loan or letter of credit fees payable,
Shopoff Advisors may seek the approval of our independent directors for reimbursement of amounts due
in excess of 1%. In determining whether to pay such excess amount, our independent directors will
consider, among other things, (i) the difficulty of the loan transaction by comparison with industry stan-
dards, (ii) any extraordinary work undertaken in order to complete the loan process, (iii) the number of
lenders involved in the transaction, (iv) variations in the fee structures among different market areas,

(v) changes in market conditions which result in substantial increases in the standard fees charged.
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Type of Compensation/Recipient

OPERATING STAGE

Method of Compensation

Estimated Maximum Amount

Asset Management Fee/Shopoff
Advisors

Property Management
Fees/Shopoff Management,
Inc.®

Leasing Fees/Shopoff
Management, Inc.

Construction Fee/The Shopoff
Group

Subordinated Participation in
Distributable Cash (Payable at
any time during the Operations
and Disposition/Liquidation
Stages and only if our shares
are not listed on a national
securities exchange)

A monthly payment of one-twelfth of 2%
of (i) the aggregate asset value for operat-
ing assets'" and (ii) the total contract price
plus capitalized entitlement and project
related costs for real estate assets held for
less than or equal to one year by us
directly or indirectly as of the last day of
the preceding month other than a real
estate-related investment and (iii) the
appraised value for real estate assets held
for greater than one year by us directly or
indirectly as of the last day of the preced-
ing month other than a real estate-related
investment and (iv) the appraised value of
the underlying property, for any real estate-
related investment held by us directly or
indirectly as of the last day of the preced-
ing month, in the case of subsection

(iv) not to exceed one-twelfth of 2% of the
funds advanced by us for the purchase of
the real estate-related investment.

3% of gross revenues of the property.

Leasing commissions based upon the
customary leasing commission applicable
to the geographic location of the property.
Such fees generally range between 4% to
6% of the gross rental income of the
negotiated lease.

Paid in an amount that is usual and cus-
tomary for comparable services rendered to
similar projects in the geographic market of
the project; typically, 3% of total project
value paid monthly over project life;
provided, however, that no Asset Manage-
ment Fee will be paid during the time the
Construction Fee is being paid.

50% of remaining amounts of Distributable
Cash after return of capital plus payment to
stockholders of a 10% annual, cumulative,
non-compounded return on capital.
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Actual amounts are depen-
dent upon the purchase
price, cost of capital
improvements and sales
price of specific properties
and, therefore, cannot be
determined at the present
time.

Actual amounts to be paid
depend upon the gross
revenues of the properties
and, therefore, cannot be
determined at the present
time.

Actual amounts to be paid
depend upon the negotiated
lease rates and, therefore,
cannot be determined at
this time.

Not determinable at this
time.

Actual amounts are depen-
dent upon the amount of
Distributable Cash, debt for
borrowed money and
aggregate book value of
our assets and, therefore,
cannot be determined at the
present time.



(1) Operating assets are properties that are income producing or in a leased state to be considered income

producing.

(2) Shopoff Management, Inc., a Delaware corporation wholly owned by The Shopoff Revocable Trust dated
August 12, 2004, will serve as property manager for any income-producing properties we acquire. For
additional information on Shopoff Management, please see ‘“‘Prospectus Summary — Our Structure.”

Type of Compensation / Recipient

DISPOSITION/LIQUIDATION STAGE

Method of Compensation

Estimated Maximum Amount

Disposition Fee'"/Shopoff
Advisors

(1) in the case of the sale of any real estate
asset other than real estate-related invest-
ments, the lesser of: (a) one-half of the
competitive real estate commission paid up
to 3% of the contract sales price (such
amount, when added to the sums paid to
unaffiliated parties, shall not exceed the
lesser of the competitive real estate com-
mission or 6% of the contracted sales
price) or, if none is paid, the amount that
customarily would be paid, or (b) 3% of
the contract purchase price of each prop-
erty sold, and (ii) in the case of the sale of
any real estate-related investments, 3% of
the sales price of such real estate-related
investments.

Actual amounts are depen-
dent upon the purchase
price, cost of capital
improvements and sales
price of specific properties
and, therefore, cannot be
determined at the present
time.

Shopoff Advisors has a subordinated participation interest in the profits of Shopoff Partners pursuant to which
Shopoff Advisors will receive cash distributions from Shopoff Partners under the circumstances described

below.

Subordinated Participation in
Distributable Cash (Payable at
any time during the Operations
and Disposition/Liquidation
Stages and only if our shares
are not listed on a national
securities exchange)

50% of remaining amounts of Distributable
Cash after return of capital plus payment to

stockholders of a 10% annual, cumulative,
non-compounded return on capital.

73

Actual amounts are depen-
dent upon the amount of
Distributable Cash, debt for
borrowed money and
aggregate book value of
our assets and, therefore,
cannot be determined at the
present time.



Type of Compensation / Recipient

Method of Compensation

Estimated Maximum Amount

Subordinated Incentive Listing
Fee (Payable only if shares are

listed on a national securities
exchange)

Subordinated Performance Fee

(Payable only if the Subordi-

nated Incentive Listing Fee is

not paid and/or Subordinated
Participation in Distributable

Cash is not paid)

50% of the amount by which the market
value of our common stock exceeds the
aggregate capital contributions contributed
by stockholders plus payment to stockhold-
ers of a 10% annual, cumulative,
non-compounded return on capital.

Upon termination of the advisory agree-
ment between us and Shopoff Advisors, a
performance fee of 50% of the amount by
which the greater of the market value of
our outstanding common stock or real
estate at the time of termination, plus total
distributions paid to our stockholders,
exceeds the aggregate capital contributions
contributed by stockholders plus payment
to investors of a 10% annual, cumulative,
non-compounded return on capital.

Actual amounts are depen-
dent upon the market value
of our outstanding common
stock at a later date and,
therefore, cannot be deter-
mined at the present time.
Upon listing, the market
value of our outstanding
common stock will be
measured by taking the
average closing price or
average of bid and asked
price, as the case may be,
over a period of 30 days
during which the common
stock is traded, with such
period beginning at least
12 months after the date of
listing.

Actual amounts are depen-
dent upon the market value
of our outstanding common
stock or the net appraised
value of our assets at a
later date and, therefore,
cannot be determined at the
present time. Upon listing,
the market value of our
outstanding common stock
will be measured by taking
the average closing price or
average of bid and asked
price, as the case may be,
over a period of 30 days
during which the common
stock is traded, with such
period beginning at least
12 months after the date of
listing.

(1) Payable if Shopoff Advisors provides a substantial amount of services, as determined by our independent
directors, in connection with selling one or more assets and subject to certain conditions.

There are many additional conditions and restrictions on the amount of compensation and reimbursements
Shopoff Advisors, Shopoff Securities, and affiliated entities may receive. For a more detailed explanation of
the fees, expenses, and reimbursements payable to Shopoff Advisors and Shopoff Securities, please see the
“Management Compensation” section of this prospectus.

With the exception of any shares issued under our 2007 equity incentive plan, we do not intend to pay
our affiliates in shares of our common stock or units of limited partnership interests in our operating partner-
ship for the services they provide to us, but we reserve the right to do so if our board of directors, including a
majority of our independent directors, determines that it is prudent to do so under the circumstances.
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Payments Made or Accrued

The following table shows the total amount of fees and expenses paid in connection with the offering, as
of March 31, 2010, categorized as set forth in the table above. All amounts shown in the column ““Payments
Made or Accrued as of March 31, 2010” have been paid. No amount was accrued as of that date. All amounts
shown for “Organization and Offering Expenses” and “Reimbursement of Acquisition Expenses” were paid
either directly to third parties, or indirectly to third parties through reimbursements made to Shopoff Advisors
or its affiliates for their expenditures on our behalf.
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ORGANIZATION AND OFFERING STAGE

Payments Made or Accrued

Type of Compensation Payee as of March 31, 2010
Marketing Fee Shopoff Securities $0
Organization and Offering Third parties, directly, or to third parties $2,631,397
Expenses through reimbursements to Shopoff Advi-
sors, Shopoff Securities, or The Shopoff
Group

ACQUISITION STAGE

Payments Made or Accrued

Type of Compensation Payee as of March 31, 2010
Acquisition and Advisory Fees Shopoff Advisors $594,000
Reimbursement of Acquisition Third parties, directly, or to third parties $1,096,000
Expenses'” through Shopoff Advisors or The Shopoff
Group
Debt Financing Fee Shopoff Advisors $0

(1) Includes only acquisition expenses on properties we evaluated for acquisition, but did not acquire.

OPERATING STAGE

Payments Made or Accrued

Type of Compensation Payee as of March 31, 2010
Asset Management Fees Shopoff Advisors $243,225
Property Management Fees Shopoff Management $0
Leasing Fee Shopoff Management $0
Construction Fee The Shopoff Group $0
Subordinated Participation in Shopoff Advisors $0

Distributable Cash

DISPOSITION/LIQUIDATION STAGE

Payments Made or Accrued

Type of Compensation Payee as of March 31, 2010
Disposition Fee Shopoff Advisors $216,953
Subordinated Participation in Shopoff Advisors $0
Distributable Cash
Subordinated Incentive Listing Shopoff Advisors $0
Fee
Subordinated Performance Fee Shopoft Advisors $0

Limitation on Acquisition-Related Compensation

The total of all acquisition fees and expenses paid in connection with our purchase of a property may not
exceed an amount equal to 3% of, (i) the contract purchase price of the underlying property for any real estate
asset acquired by us directly or indirectly other than a real estate-related investment, and (ii) the contract
purchase price of the underlying property for any real estate-related investment acquired by us directly or
indirectly. We will not pay acquisition and advisory fees in connection with any temporary investments.
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Limitation on Payments involving Joint Ventures

In the event we acquire a real estate asset or a real estate-related investment through a joint venture with
a third party or an affiliate, the fees specified in the table above would apply to the transaction. However,
unless a majority of our independent directors who are not otherwise interested in the transaction approve
payment of the full amount of the acquisition and advisory fees and asset management fees as in our best
interests, payment of any acquisition and advisory fees and asset management fees owed to Shopoff Advisors
by us would be limited to the pro rata portion of our ownership interest in the joint venture. For example, in
the case of a joint venture in which we own a 50% interest, our payment of acquisition and advisory fees and
asset management fees to Shopoff Advisors would be limited to 50%. The other 50% participant in the joint
venture would pay Shopoff Advisors the balance of any acquisition and advisory and asset management fees.

Limitation on Operating Expenses

No reimbursement to Shopoff Advisors or its affiliates is permitted for items such as rent, depreciation,
utilities, capital equipment, salaries, fringe benefits and other administrative items of any controlling persons
of Shopoff Advisors, its affiliates or any other supervisory personnel. Controlling persons include, but are not
limited to, any person, irrespective of his or her title, who performs functions for Shopoff Advisors similar to
those of chairman or member of the board of directors, president or executive vice president, or those entities
or individuals holding 5% or more of the stock of Shopoff Advisors or a person having the power to direct or
cause the direction of Shopoff Advisors, whether through ownership of voting securities, by contract or other-
wise. Permitted reimbursements, except as set forth above, include salaries and related expenses for
non-supervisory services which could be performed directly for us by independent parties such as legal,
accounting, transfer agent, data processing and duplication. Despite the foregoing, and subject to the approval
of our board of directors, including a majority of the independent directors, we may reimburse Shopoft Advi-
sors for expenses related to the activities of controlling persons undertaken in capacities other than those
which cause them to be controlling persons.

Total operating expenses include aggregate expenses of every character paid or incurred by us as deter-
mined under accounting principles generally accepted in the United States of America, including the fees we
pay to Shopoff Advisors. However, total operating expenses do not include:

e the expenses we incur in raising capital such as organizational and offering expenses, legal, audit,
accounting, registration and other fees, printing and other expenses, and taxes incurring in connec-
tion with the issuance, distribution, transfer and registration of our shares;

*  interest payments;

°  taxes;

* non-cash expenditures, such as depreciation, amortization and bad debt reserves;
e the incentive distribution paid to Shopoff Advisors; and

e acquisition fees, acquisition expenses, real estate commissions on resale of properties and other
expenses connected with the acquisition, disposition and ownership of real estate interests, mortgage
loans or other property, including without limitation asset management fees.

In any fiscal year, the operating expenses may not exceed the greater of 2% of our average invested
assets or 25% of our net income for such year. “Average invested assets” means, for any period, the average
of the aggregate book value of our assets that are invested, directly or indirectly, in real estate assets or in
equity interests and in loans secured by real estate, before deducting depreciation, bad debts or other similar
non-cash reserves, computed by taking the average of the values at the end of each month during such period.
As defined, “‘net income” means, for any period, total revenues applicable to such period, less the expenses
applicable to such period other than additions to reserves for depreciation or bad debts or other similar non-
cash reserves. If our advisor receives an incentive distribution, net income, for purposes of calculating
operating expenses, will exclude any gain from the sale of our assets.
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We bear our own expenses for functions not required to be performed by our advisor under the advisory
agreement, which generally include capital raising and financing activities, corporate governance matters and
other activities not directly related to our properties and assets.

Additional Important Information on Compensation to Our Affiliates

Shopoff Advisors and its affiliates will be involved in determining the types and structure of the transac-
tions in which we participate. Shopoff Advisors may benefit from our acquiring properties, retaining
ownership of our properties or leveraging our properties, while it may be in your best interest as a stockholder
for us to buy, sell or hold such property on an unleveraged basis. Furthermore, Shopoff Advisors’ receipt and
retention of many of the fees it receives and reimbursements depends upon our making investments in proper-
ties. Therefore, the interest of Shopoff Advisors in receiving such fees may conflict with the interest of our
stockholders to earn income on their investment in our common stock and may result in our entering into
transactions that do not solely reflect your interest as a stockholder. As a result of these potential conflicts of
interest, Shopoff Advisors is subject to oversight by our board of directors and is obligated pursuant to the
advisory agreement to provide us with a continuing and suitable investment program consistent with our
investment objectives and policies, as determined by our board of directors. Because these fees or expenses
are payable only with respect to certain transactions or services, they may not be received by Shopoft Advi-
sors or its affiliates by reclassifying them under a different category.

PRIOR PERFORMANCE SUMMARY

Prior Investment Programs

The information in this section represents the historical experience of certain real estate programs man-
aged by our advisor, Shopoff Advisors, sponsor and its affiliates, including certain officers and directors of our
advisor and sponsor. Our investors should not assume that they will experience returns, if any, comparable to
those experienced by investors in any prior real estate programs. Investors who purchased our shares will not
thereby acquire any ownership interest in any partnerships or corporations to which the following information
relates or in any other programs of our affiliates except for programs one and two under the section titled
Registration Statement Programs — Shopoff Properties Trust, Inc.

Our chief executive officer and founder, William A. Shopoff, has served as general partner, president
and/or manager in 48 prior programs over the last ten years.

The information in this section and in the Prior Performance Tables included in this prospectus as
Exhibit B show relevant summary information concerning real estate programs sponsored by our sponsor and
its affiliates and managed by our advisor, Shopoff Advisors. The Prior Performance Tables set forth informa-
tion as of the dates indicated regarding certain of these prior programs as to (1) experience in raising and
investing funds (Table I); (2) compensation to sponsor (Table II); (3) tax results of prior real estate programs
(Table III); (4) results of completed operations (Table IV); and (5) sales or disposals of property (Table V).
Additionally, Table VI, which is contained in Part II of the registration statement for this offering and which is
not part of the prospectus, provides certain additional information relating to properties acquired by the prior
real estate programs. We will furnish copies of Table VI to any prospective investor upon request and without
charge. The purpose of this prior performance information is to enable you to evaluate accurately the experi-
ence of our sponsor and its affiliates and our advisor in sponsoring and managing like programs. The
following discussion is intended to summarize briefly the objectives and performance of the prior real estate
programs and to disclose any material adverse business developments sustained by them.

The Table III and Table V data for all private programs (which are generally formed using limited part-
nerships) are prepared and presented in accordance with the cash basis of accounting for income tax purposes.
This is because most, if not all, of the investors in these private programs are individuals required to report to
the Internal Revenue Service using the cash basis of accounting for income tax purposes, and the limited
partnerships are required to report using such basis when more than 50% of their investors are taxpayers that
report using the cash basis of accounting for income tax purposes. This presentation was made for consistency
and to present results meaningful to the typical individual investor who invests in a limited partnership.
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While SEC rules and regulations allow us to record and report results for our private programs on an
income tax basis, investors should understand that the results of these private programs may be different if
they were reported on a GAAP basis. Some of the major differences between GAAP accounting and income
tax accounting (and, where applicable, between cash basis and accrual basis income tax accounting) that
impact the accounting for investments in real estate are described in the following paragraphs:

e The primary difference between the cash method of accounting and accrual method (both GAAP and
the accrual method of accounting for income tax purposes) is that the cash method of accounting
generally reports income when received and expenses when paid while the accrual method generally
requires income to be recorded when earned and expenses recognized when incurred.

*  GAAP requires that, when reporting lease revenue, the minimum annual rental revenue be recog-
nized on a straight-line basis over the term of the related lease, whereas the cash method of
accounting for income tax purposes requires recognition of income when cash payments are actually
received from tenants, and the accrual method of accounting for income tax purposes requires
recognition of income when the income is earned pursuant to the lease contract.

*  GAAP requires that when an asset is considered held for sale, depreciation ceases to be recognized
on that asset, whereas for income tax purposes, depreciation continues until the asset either is sold
or is no longer in service.

*  GAAP requires that when a building is purchased certain intangible assets (such as above- and
below-market leases, tenant relationships and in-place lease costs) are allocated separately from the
building and are amortized over significantly shorter lives than the depreciation recognized on the
building. These intangible assets are not recognized for income tax purposes and are not allocated
separately from the building for purposes of tax depreciation.

*  GAAP requires that an asset is considered impaired when the carrying amount of the asset is greater
than the sum of the future undiscounted cash flows expected to be generated by the asset, and an
impairment loss must then be recognized to decrease the value of the asset to its fair value. For
income tax purposes, losses are generally not recognized until the asset has been sold to an unre-
lated party or otherwise disposed of in an arm’s-length transaction.

The prior real estate programs listed below have performance summaries which were positive in
nature as well as negative in nature. These programs reflect the general nature of investing in real
estate, the financial results of which can vary widely. If a program has had a significant adverse busi-
ness development or condition arise that affected the programs performance, details of that adverse
business development or condition has been discussed within the program.

Total gross offering proceeds includes the initial capital raised from the private placement offering and
subsequent capital infusions if any into the limited partnership or, in a few instances, limited liability
companies.

In each of the programs listed below the number of sales of limited partnership interests or membership
interest investments is disclosed. The number of sales of limited partnership interests or membership interest
investments in each program represents the total head count within each program, not the total number of
K-1’s issued by the limited partnership or, in a few instances, limited liability companies, as some investors
could have more than one funding source (separate cash account and separate IRA account) resulting in
multiple K-1’s for a single investor.

Net results of operations and offering proceeds of completed and on-going programs to date discussed in
the following pages refer to the net results of such operations and offering proceeds from inception through
December 31, 2009.

Return on Investment (ROI) is calculated by dividing the net income generated by the program, by
the gross proceeds from the offering. This represents the total amount of net income as a percentage of
invested capital which we believe measures the overall performance of the programs. Because this
amount includes the promotional interest paid to the sponsor, it is not indicative of the amount the
program’s investors received on their cash investments.
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REGISTRATION STATEMENT PROGRAMS — SHOPOFF PROPERTIES TRUST, INC.

Prior programs were deemed to be registration statement programs if the program used funds from the
receipt of subscription proceeds of sales of shares of Shopoff Properties Trust common stock to acquire real
estate and real estate-related investments in accordance with the Shopoff Properties Trust Investment Strategy
and Guidelines policy.

As of December 31, 2009 Shopoff Properties Trust had raised $17,632,000 in subscription proceeds from
the sale of 1,856,000 shares of common stock not including shares purchased by our sponsor or shares of
vested restricted stock issued to certain directors and executive officers. A portion of these funds were invested
in wholly owned, single purpose entities, to acquire real estate and real estate-related investments.

For ongoing programs whose assets have not yet been sold, the income or loss generated to date via
operations reflects the accrual method of accounting which generally requires income to be recorded when
earned and expenses to be recognized when incurred.

As the disposition of the asset has not yet occurred, the projected primary source of profit and cash for
Shopoff Properties Trust has not yet been realized. ROI is not therefore a relevant indicator of the projected
future profit and cash expected to be realized by the program and has been excluded.

Ongoing Programs

1. SPT Real Estate Finance, LLC, a Delaware limited liability company, an entity owned 100% by
Shopoff Partners, L.P., an affiliated entity of Shopoff Properties Trust, was formed for the purpose of
originating real estate mortgages. In September 2008, SPT Real Estate Finance, LLC, originated one real
estate loan of $600,000 to Mesquite Venture I, LLC. In January 2009, SPT Real Estate Finance, LLC, origi-
nated a second and third real estate loan to Aware Developement Inc (““Aware’).

Mesquite Loan

The Mesquite Venture I, LLC loan is a second position lien behind a $3,681,000 first position lien (the
“Senior Loan”), the term of the loan is nine months and bears interest at an annual rate of 14%. The loan is
secured by a second deed of trust, assignment of rents and security agreement encumbering real property
situated in the City of Mesquite with an appraised value of $11,000,000 as of July 18, 2008.

On or about June 30, 2009, the Company, through SPT Real Estate Finance, LLC, agreed to extend
the maturity date of its secured note with Mesquite Venture I, LLC from June 30, 2009 to May 15, 2010.
In consideration of this loan extension, Mesquite Venture I, LLC agreed to pay a loan extension fee of
five percent of the outstanding principal balance or $30,000 payable as follows: $10,000 upon execution
of the secured note extension, $10,000 on October 1, 2009 and $10,000 on January 1, 2010. Mesquite
Venture I, LLC also agreed to make a $10,000 payment on April 1, 2010 which will be applied against
accrued and unpaid interest. Interest will accrue on the outstanding principal balance at an annual rate of
fourteen percent and all accrued and unpaid interest and principal will be due and payable in full at the new
maturity date of May 15, 2010.

Mesquite Venture I, LLC failed to pay its August 1, 2009 installment of principal and interest on the
Senior Loan and all subsequent installments of principal and interest on the Senior Loan. Accordingly, on
September 28, 2009, a Notice of Default and Election to Sell Under Deed of Trust (“NOD”’) was recorded on
behalf of East West Bank, as beneficiary, with respect to the Senior Loan.

A default on our secured note was triggered when Mesquite Venture I, LLC failed to make their $10,000
loan extension fee payment due on October 1, 2009. Mesquite Venture I, LLC subsequently failed to make its
$10,000 loan extension fee payment due on January 1, 2010.

On December 24, 2009, an entity controlled by one of the original guarantors of the aforementioned
Senior Loan, entered into a Mortgage Loan Sale Agreement whereby the holder of the Senior Loan, East West
Bank, agreed to sell to PLQ Mesquite Investors, LLC (Paul J. Giuntini, one of the original guarantors of the
Senior Loan is manager of PLQ Mesquite Investors, LLC), the $3,681,000 mortgage note together with all of
East West Bank’s interest in and to any of Mesquite Venture I, LLC’s property held by East West Bank, all
collateral and any guarantees obtained in connection with the $3,681,000 note. The purchase price paid by
PLQ Mesquite Investors, LLC to East West Bank was $1,800,000.
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On December 30, 2009, East West Bank officially assigned to PLQ Mesquite Investors, LLC, the benefi-
cial interest under the Deed of Trust, Security Agreement, Assignment of Rents & Fixture Filing dated as of
June 26, 2006, made by Mesquite Venture I, LLC as trustor, for the benefit of East West Bank, as beneficiary
and recorded June 26, 2006. Mesquite Venture I, LLC cured its first lien position default upon the purchase,
by PLQ Mesquite Investors, LLC, of the $3,681,000 mortgage note from East West Bank as PLQ Mesquite
Investors, LLC’s manager, was also a guarantor on the $3,681,000 mortgage note with East West Bank.

Mesquite Venture I, LLC and our Advisor agreed that if Mesquite Venture I, LL.C paid (i) all past due
payments required as outlined in the extension agreement, (ii) the April 1, 2010 payment of $10,000, and
(iii) reimburses SPT Real Estate Finance $10,000 for attorney’s fees incurred due to Mesquite Venture I,
LLC’s failure to make timely payments as outlined in the extension agreement, SPT Real Estate Finance
would consider Mesquite Venture I, LLC reinstated and would not pursue the guarantees from Mesquite
Venture I, LLC and would no longer demand payment in full on their secured note. The total amount due
from Mesquite Venture I, LLC was $40,000.

On March 4, 2010, Mesquite Venture I, LLC paid SPT Real Estate Finance the negotiated $40,000,
representing (i) the past due loan fee payments of $10,000 each due on October 1, 2009 and January 1, 2010,
(ii) the April 1, 2010 payment of $10,000, and (iii) $10,000 for attorney’s fees incurred by SPT Real Estate
Finance due to non-payment on behalf of Mesquite Venture I, LLC. The Mesquite Venture I, LLC loan was
then deemed reinstated by SPT Real Estate Finance.

Aware Loan

The $2,300,000 in loans to Aware were made pursuant to two promissory notes, which were secured by
two separate collateral pledge agreements encumbering the following real property located in Riverside
County, California:

e approximately 118 acres of vacant and unentitled land located near the City of Lake Elsinore, in an
unincorporated area of Riverside County, California (the ‘““Meadowbrook Project’); and

e approximately 6.11 acres of vacant and unentitled land located near the City of Lake Elsinore, in an
unincorporated area of Riverside County, California (the “Coffman Project™).

The Meadowbrook Project and the Coffman Project are, collectively, the ‘“Lake Elsinore Properties.”

The making of the loans to Aware was a related party transaction in that, immediately prior to the loans
being made, Aware purchased from Vineyard Bank two loans made by Vineyard Bank (the ‘““Vineyard
Loans”) to our affiliate Springbrook Investments, L.P. whose general partner is a California corporation
wholly owned by the Shopoff Revocable Trust.

In lieu of payment of the Vineyard Loans, Aware assigned the Vineyard Loans to SPT Real Estate
Finance, LLC. The assignment was completed and documented by two separate Memoranda of Assignment of
Note, Deed of Trust and Loan Documents, each dated August 29, 2009.

At the time of the assignment of the Vineyard Loans to SPT Real Estate Finance, LLC, the Vineyard
Loans were in default and all obligations of Springbrook were due and payable in full. Springbrook executed
and delivered to SPT Real Estate Finance, LLC grant deeds to the Lake Elsinore Properties, the underlying
real estate collateral for the Vineyard Loans, in consideration for the discharge by SPT Real Estate Finance,
LLC of all Springbrook’s obligations under the Vineyard Loans. On September 4, 2009, SPT Real Estate
Finance, LLC took title to the Lake Elsinore Properties and on September 24, 2009, SPT Real Estate Finance,
LLC deeded the Lake Elsinore Properties to our affiliate, SPT Lake Elsinore Holding Co., LLC.

SPT Real Estate Finance, LLC has used $3,003,887 from the receipt of subscription proceeds of sales of
shares of our common stock and our operations to originate and manage its investments. Net income produced
by this program to date is $311,410.

2. SPT SWRC, LLC, Delaware limited liability company, an entity owned 100% by Shopoff Partners,
L.P, an affiliated entity of Shopoff Properties Trust, was formed for the purpose of making real estate invest-
ments in south Riverside County California. In December 2008, SPT SWRC, LLC acquired approximately
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60 acres of undeveloped land located in an unincorporated area of Riverside County, California, commonly
known as Winchester Hills for $2,000,000.

On March 20, 2009, SPT SWRC, LLC sold to Khalda Development Inc, a California corporation
(“Khalda’), approximately 60 acres of land located in an unincorporated area of southwest Riverside County,
California, commonly known as Winchester Hills comprising 244 rough graded 7,200 square foot residential
lots and a graded superpad with entitlements for 225 attached residential condominium units. The sale was
made pursuant to a Purchase and Sale Agreement and Joint Escrow Instructions, dated February 27, 2009, at a
sales price of $5,000,000.

When Khalda purchased the Winchester Hills Project from SPT SWRC, LLC, Khalda assumed SPT
SWRC, LLC’s obligation to replace existing subdivision improvement agreements and related bonds on or
before June 30, 2009 (the “Obligations’”), which Obligations were secured by a deed of trust on the
Winchester Hills Project. Pulte Home took the position that, under the sales agreement entered into when
Pulte Home sold the Winchester Hills Project to SPT SWRC, LLC, it had the right to accelerate the due date
of the Obligations if the Winchester Hills Project was resold by SPT SWRC, LLC without obtaining the
consent of Pulte Home to transfer the Obligations in connection with the sale. Based on its assertion that SPT
SWRC, LLC sold the Winchester Hills Project to Khalda without Pulte Home’s consent to transfer the Obliga-
tions, Pulte Home accelerated the due date of the Obligations. The Obligations were not satisfied by the
accelerated due date. Accordingly, on May 1, 2009, Pulte Home caused a ‘“Notice of Default and Election to
Sell Under Deed of Trust” to be filed in the Official Records of Riverside County, California. The foreclosure
proceedings on the Winchester Hills Project are on-going. Khalda, the current owner of the property, is in the
process of obtaining the governmental approvals necessary to satisfy the Obligations and has declared bank-
ruptcy in order to forestall the foreclosure proceedings so that such governmental approvals can be obtained.
A consequence of the foreclosure is that ownership of the Winchester Hills Project could pass from Khalda
back to Pulte Home.

The Winchester Hills Project is also the subject of a dispute regarding obligations retained by both Pulte
Home, when it sold the Winchester Hills Project to SPT SWRC, LLC, on December 31, 2009, and by SPT
SWRC, LLC when it resold the Winchester Hills Project to Khalda on March 20, 2009, to complete certain
improvements, such as grading and infrastructure (the “Improvements’). Both sales were made subject to the
following agreements which, by their terms, required the Improvements to be made: (i) a Reconveyance
Agreement, dated November 15, 2007, by and among Pulte Home and the prior owners of the Winchester
Hills Project — Barratt American Incorporated, Meadow Vista Holdings, LLC (*“Meadow Vista”) and
Newport Road 103, LLC (“Newport”) (the ‘“Reconveyance Agreement’’), and (ii) a letter agreement, dated
December 30, 2008, executed by SPT SWRC, LLC, Meadow Vista, and Newport, and acknowledged by Pulte
Home (the “Subsequent Letter Agreement’”). Meadow Vista and Newport, as joint claimants (the “Claim-
ants”) against Pulte Home and SPT SWRC, LLC, have initiated binding arbitration in an effort to require
Pulte Home to reaffirm its obligations under the Reconveyance Agreement and the Subsequent Letter Agree-
ment to make the Improvements in light of the subsequent transfer of ownership of the Winchester Hills
Project to Khalda, and to require that certain remedial measures be taken to restore the site to a more market-
able condition. SPT SWRC, LLC maintains that it is not a proper party to the arbitration, because the
declaratory action being sought by the Claimants is to establish rights of the Claimants against Pulte Home,
and not against SPT SWRC, LLC, and neither SPT SWRC, LLC nor Pulte Home has taken the position that
their respective transfers of the Winchester Hills Project has released them from the obligation to make the
Improvements. The arbitration process is at its inception and, although we believe the request for declaratory
relief by the Claimants has no legal basis and that the issue is not arbitrable since no actual dispute exists, we
cannot predict the outcome of the arbitration proceedings at this time.

SPT SWRC, LLC has used $2,670,131 from the receipt of subscription proceeds of sales of shares of our
common stock and our operations to originate and manage its investments. Net income produced by this
program to date is $2,043,812.
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3. SPT-Lake Elsinore Holding Co., LLC, a Delaware limited liability company wholly owned by our
affiliate Shopoff Partners, L.P., was formed for the purpose of making real estate investments in the Lake
Elsinore area of Riverside County, California. The following is a summary of the acquisitions made to date:

e April 2009 — 65 finished residential lots located in the City of Lake Elsinore, Riverside County,
California, commonly known as ‘“Wasson Canyon,” for the purchase price of $650,000;

e May 2009 — 543 single family residential lots, a 9.4 acre park and over 70 acres of open space on a
total of 225 acres of unimproved land, commonly referred to as tract 29835 located in the City of
Menifee, Riverside County, California, commonly known as the ‘“Underwood Project” for the pur-
chase price of $1,650,000;

e September 2009 — approximately 118 acres of vacant and unentitled land, commonly known as
“Meadowbrook™ and approximately 6.11 acres of vacant and unentitled land commonly known as
“Coffman,” both located near the City of Lake Elsinore in an unincorporated area of Riverside
County, California, acquired from an affiliated entity, SPT Real Estate Finance, LLC. The tax basis
of the Meadowbrook and Coffman properties when acquired was $2,614,134;

e November 2009 — 519 entitled but unimproved residential lots and 2 commercial lots located in the
City of Lake Elsinore, California and 400 acres of unentitled and unimproved land located in the
City of Chino Hills, California for the purchase price of $9,600,000, approximately $2,900,000 of
which was paid through an all-inclusive secured promissory note and deed of trust with assignment
of rents.

On February 3, 2010, SPT-Lake Elsinore Holding Co., LLC sold to D. R. Horton Los Angeles Holding
Company Inc., a California corporation, the sixty five (65) finished residential lots known as Wasson Canyon
for $2,231,775 in cash, subject to certain potential price adjustments.

SPT-Lake Elsinore Holding Co., LLC had used approximately $12,866,339 from the proceeds of the sale
of shares of our common stock and from our operations to acquire and operate these investments. Net loss
produced by this program to date is $(62,851).

4. SPT AZ Land Holdings, LLC, a Delaware limited liability company wholly owned by our affiliate
Shopoff Partners, L.P., was formed for the purpose of making real estate investments in the Phoenix Metro-
politan area and all surrounding communities of Maricopa County, Arizona. In July 2009, SPT AZ Land
Holdings, LLC acquired a final plat of 739 single family residential lots on a total of 200 acres of unimproved
land, commonly known as “Desert Moon Estates,” located in the Town of Buckeye, Maricopa County, Ari-
zona. The purchase price was $3,000,000, approximately $2,000,000 of which was paid through a secured
promissory note and deed of trust with assignment of rents.

SPT AZ Land Holdings, LLC has used $1,215,822 from the receipt of subscription proceeds of sales of
shares of our common stock and our operations to originate and manage its investments. Net loss produced by
this program to date is $(25,405).

PROGRAMS SIMILAR IN NATURE TO REGISTRATION STATEMENT OBJECTIVES

Prior programs were deemed to be similar in nature to registration statement objectives if the program
raised funds from private placement offerings for the purpose of acquiring real estate as long term investments
for eventual sale. Investments in real estate include the purchase of unentitled and undeveloped land, as well
as income producing properties.

Programs similar in nature have been classified into the following two categories: “Completed Pro-
grams” and “Ongoing Programs”. Programs classified as completed have disposed of the asset(s) in which
the program was investing and programs classified as ongoing have not yet disposed of all of the asset(s) in
which the program was investing. As disposition of all the asset(s) within a program is the primary source of
profit and cash for the sponsor and investors, if a complete disposition of all assets within a program has
occurred then the total return on investment (ROI) can be determined. For completed programs, the ROI is
presented as an indication of the result of operations for that program.
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For ongoing programs whose assets have not yet not been sold, the income or loss generated to date
via operations reflects the net uses of cash only. As the disposition of the asset has not yet occurred, the
projected primary source of profit and cash for the sponsor and its investors has not yet been realized.
ROI is not therefore a relevant indicator of the projected future profit and cash expected to be realized
by the program and has been excluded.

Completed Programs

5. MRF — Rockport, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursuant to
a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase 714 acres of real estate purchased from the Federal Deposit Insurance Corporation (“FDIC’’). This
single asset was purchased in August 1993 for $335,000. The sale of this one asset was completed in 2000
when the general partner sold its interest to the limited partners as the limited partners desired to hold the
asset long term. The private placement offering commenced in August 1993 and was completed in 2000.
MRF — Rockport, Ltd. raised total gross offering proceeds of $620,816 from the sale of 10 limited partner-
ship interests. Net loss produced by this program at the time of the general partner’s interest sale was
($132,875), resulting in a ROI of (21%). The losses incurred by the partnership were normal operating
expenses related to holding this parcel of land. There was no actual capital loss to the limited partner inves-
tors as the limited partners were holding the property as a long term investment.

6. MRF — Cedar Run, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase a multifamily/mini-storage project containing a total of 79 apartment units and 204 mini-storage
units, located in Odessa, Texas. The properties were purchased in January 1995 for $775,000. The sale of the
79 unit apartment and the 204 unit mini-storage property was completed in 2002. The private placement
offering commenced in January 1995 and was completed in 2002. MRF — Cedar Run, Ltd. raised total gross
offering proceeds of $844,380 from the sale of 26 limited partnership interests. Net income produced by this
program was $110,374, resulting in a ROI of 13%.

7. MRF — Hollywood News L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase a 48,000 square foot office building known as the Hollywood News Building, located in
City of Hollywood, Los Angeles County, California. This single asset was purchased in December 1997 for
$2,779,000. This single asset was sold in 2001. The private placement offering commenced in November 1997
and was completed in 1998. MRF — Hollywood News L.P. raised total gross offering proceeds of $1,025,500
from the sale of 21 limited partnership interests. Net income produced by this program was $2,312,772,
resulting in a ROI of 226%.

8. MRF — WFBB, L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant to a
private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase a three-story Wells Fargo Bank Building, located in Missouri City, Fort Bend County, Texas. The
bank building was purchased in 1998 for $1,650,000. The sale of this one asset occurred in 1999. The private
placement offering commenced in November 1997 and was completed in 2000. MRF — WFBB L.P. raised
total gross offering proceeds of approximately $1,177,690 from the sale of 17 limited partnership interests.
Net loss produced by this program to date is $(52,086), resulting in a current ROI of (5)%. The losses
incurred by the partnership were the result of significant expenses incurred to satisfy a city mandate to install
sprinklers for a building that did not previously require them. The reallocation of cash due to this unforeseen
expense caused a material cash flow shortage. The partners decided to sell this asset rather than to continue to
invest additional cash to turn this property’s performance positive. The original purpose of this program has
been completed but the general partners of MRF Groves, L.P. and MRF Carbon Canyon, L.P. have assigned
the limited partners of MRF WFBB, L.P. a percentage of cash flows from MRF Groves, L.P. and MRF
Carbon Canyon, L.P. as a compensating measure due to the lower than projected economic performance of
MRF-WEFBB, L.P. Due to the continued operations of this limited partnership, additional capital was raised
from the general partner for general operating activities. The general partner has contributed $1,210 for mis-
cellaneous project expenses.
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9. MRF — Lanai, L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant to a
private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase a property consisting of 7.46 acres of beach front property located along the northeast shoreline of
the island of Lana’i along with a 200 ft. leased pier known as Club Lanai. The acquisition of this single asset
occurred in February 1998. The purchase price was $2,695,000. The sale of this single asset occurred in 2000.
The private placement offering commenced in January 1998 and was completed in 1998. MRF — Lanai, L.P.
raised total gross offering proceeds of $1,401,000 from the sale of 34 limited partnership interests. Net loss
produced by this program was $(384,000), resulting in a ROI of (27)%. The losses incurred by the partnership
were the result of an abrupt termination of the lease when the operator of the pier, the lessee, discontinued its
business. The property was subject to a conditional use permit issued to the operator/lessee which the partner-
ship was unable to renew.

10. Texas Land Company Bedford Center, Ltd. was formed as a special purpose Texas Limited Partner-
ship to offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used
by the Partnership to purchase the Lakehills Plaza, located in the City of Austin, Travis County, Texas. The
acquisition of this single asset occurred in June 1998 for a purchase price of $5,350,000. The sale of this
single asset occurred in 2001. The private placement offering commenced in February 1998 and was com-
pleted in 1999. Texas Land Company Bedford Center, Ltd. raised total gross offering proceeds of $1,475,101
from the sale of 44 limited partnership interests. Net income produced by this program was $1,190,798,
resulting in a ROI of 81%.

11. L & A Michigan Partners, L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase a 273,000 square foot retail mall known as the Westlakes Mall in southwestern San
Antonio, Texas and an adjacent 15.239-acre investment tract suitable for expansion or future development.
The Westlakes Mall and the adjacent 15.239 acre investment tract were purchased in July 1998 for
$10,200,000. The disposition of these two assets occurred in 2001 via a return of the assets to the lender. The
private placement offering commenced in March 1998 and was completed in 1999. L & A Michigan Partners,
L.P. raised total gross offering proceeds of $1,760,118 from the sale of 25 limited partnership interests. Net
loss produced by this program was $(884,884), resulting in a ROI of (50)%. The losses incurred by the part-
nership were the result of the anchor tenant of the retail mall filing bankruptcy twice, thus allowing several of
the other tenants to terminate their leases. Net operating income (NOI) dropped and the partners decided to
give building to the lender.

12. MAP AZ — 7706, L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase, a 176-unit multifamily property consisting of 30 two story buildings and one supporting HVAC
building on a 7.136 acre site in Phoenix, Arizona. This single asset was purchased in May 1998 for
$4,100,000. This single asset was sold in 2001. The private placement offering commenced in April 1998 and
was completed in 2001. MAP AZ — 7706, L.P. raised total gross offering proceeds of $344,325 from the sale
of 7 limited partnership interests. Net loss produced by this program was $(293,298), resulting in a ROI of
(85)%. The losses incurred by the partnership were caused by an expansion of the scope of work for a
planned renovation, resulting in a material cash flow shortage that was not part of the original underwriting of
the project.

13. CAP TX — 8500 L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant to
a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase four office and light industrial buildings located at 8500 Shoal Creak in Austin, Texas. The four
separate assets were purchased in one bulk acquisition for $5,400,000 in October 1998. The disposition of this
asset occurred in 2001 via a return of the asset to the lender. The private placement offering commenced in
August 1998 and was completed in 1999. CAP TX — 8500 L.P. raised total gross offering proceeds of $5,000
from the sale of 6 limited partnership interests. Net income produced by this program was $908,413 resulting
in a ROI of 18,168%.

14. MRF Eastchase, L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant to
a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
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purchase, the Villas at Eastchase, a 48 unit apartment complex located in Eastern Fort Worth, Tarrant County,
Texas. The 48 unit apartment complex was purchased in May 1997 for $750,000 by an affiliate, Asset Recov-
ery Fund. The disposition of this asset occurred in 2000. The private placement offering commenced in
September 1998 and was completed in 1999. MRF Eastchase, L.P. raised total gross offering proceeds of
$884,284 from the sale of 18 limited partnership interests. Net loss produced by this program was $(338,556),
resulting in a ROI of (38)%. The losses incurred by the partnership were the result of an abandonment of a
planned conversion from an apartment complex into an assisted living facility. The general partner had negoti-
ated with an assisted living operator to be a partial owner and operator of the project. When the operator’s
involvement with the program discontinued, the general partner decided to abandon the conversion and sell at
a loss rather than continue the conversion due to the limited experience of the general partner with such
conversions.

15. ST Fund, L.P. was formed as a special purpose Texas Limited Partnership to offer, pursuant to a
private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase a 945-acre, a 98-acre, a 2.21-acre and a 47.37-acre property consisting of unentitled and unimproved
land in the Foothill and Trabucco areas of East Orange County, California. The 945-acre property was pur-
chased in March 1999 for $9,600,000, the 98-acre property was purchased in February 1999 for $2,150,000,
the 2.21-acre property was purchased in February 2000 for $446,165 and the 47.37-acre property was pur-
chased in February 2000 for $625,000. The general partnership interest was sold in 2001 for liabilities plus
$1,750,000. The purpose of the partnership was to entitle the property for resale as an upper-end residential
subdivision. The private placement offering commenced in February 1999 and was completed in 1999.

ST Fund, L.P. raised total gross offering proceeds of $701,000 from the sale of 18 limited partnership inter-
ests. Net loss produced by this program was $(201,000), resulting in a ROI of (29)%.

Funds raised from the ST Fund, L.P. were invested in a separate program, Santiago Land Holdings, L.P.
through a direct investment as a note. This related fund is discussed separately below (see 15A). The net loss
from this program in aggregate was $(201,000) comprised of a Santiago Land Holdings, L.P. loss of
$(194,010) and a ST Fund, L.P. loss of $(6,990).

15A. Santiago Land Holdings, L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase, a 945 acre, a 98 acre, a 2.21 acre and a 47.37 acre property consisting of unentitled and
unimproved land in the Foothill and Trabucco areas of East Orange County, California. The 945 acre property
was purchased in March 1999 for $9,600,000, the 98 acre property was purchased in February 1999 for
$2,150,000, the 2.21 acre property was purchased in February 2000 for $446,165 and the 47.37 acre property
was purchased in February 2000 for $625,000. The general partner interest was sold in 2001 for liabilities
plus $1,750,000. The purpose of the partnership was to entitle the property for resale as an upper-end residen-
tial subdivision. The private placement offering commenced in February 1999 and was completed in 2000.
Santiago Land Holdings, L.P. raised total gross offering proceeds of $1,739,709 from the sale of 7 limited
partnership interests. Net loss produced by this program was $(194,010), resulting in a ROI of (11)%. The
losses incurred by the partnership were due to a situation where the mezzanine lender in the project failed to
continue funding the project. By not continuously funding the project as agreed, the mezzanine lender caused
the first mortgage to go into default. After causing the first mortgage to go into default, the mezzanine lender
and general partner agreed to sell the partnership holding at a small loss to settle their dispute.

16. TSG Fund I, L.P. was formed as a special purpose Texas Limited Partnership. The private placement
offering commenced in March 2004 and was completed in 2004. TSG Fund 1, L.P. raised a total of $3,182,000
from the sale of 18 limited partnership interests. The funds raised were then loaned to William A. Shopoff, as
an individual. Mr. Shopoff used the funds towards the purchase of his business partner’s 50% ownership
interest in 6 different entities. Funds remaining from the buyout were used for working capital purposes. The
loan to Mr. Shopoff was secured by the 50% ownership interest he acquired from his business partner in the 6
different entities. The term of the loan was a maximum of two years with interest accruing at a rate of 18%
per year with an additional payment to the partnership such that each investor would earn a 25% annual
internal rate of return. The loan provided that Mr. Shopoff would repay the funds from cash generated from
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the sale of assets owned by the 6 different entities. Mr. Shopoff repaid the loan in 2005. After repayment of
the loan, $1,340,363 in net income was distributed to TSG Fund I, L.P.’s investors, resulting in an ROI
of 42%.

17. MRF — Groves Development II, L.P. was formed as a special purpose Texas Limited Partnership to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to purchase two properties consists of 191 acres located in the Highgrove area of Riverside
County, California. The acquisition of the first asset, 57 acres, occurred in November 2002 for $450,000. The
acquisition of the second asset, 134 acres, occurred in November 2002 for $3,350,000. The sale of these
assets occurred in 2004 and 2005. The private placement offering commenced in February 2000 and was
completed in 2005. MRF-Groves Development II, L.P. raised total gross offering proceeds of $2,242,458 from
the sale of 18 limited partnership interests. Net income produced by this program was $4,743,141, resulting in
a ROI of 212%.

18. SEI Multi Family Fund 2003, L.P. was formed as a special purpose Texas Limited Partnership, to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to make a loan to three properties purchased using low income housing tax credits consisting of
Oasis West Apartments, Scottsdale New Ventura, and Sky Harbor Apartments (see programs 45, 46, 49).

NES Investments, Inc. a Texas corporation acted as the general partner of SEI Multi Family Fund 2003, L.P.
The loan was repaid in 2006. The private placement offering commenced in January 2003 and was completed
in 2003. SEI Multi Family Fund 2003, L.P. raised total gross offering proceeds of $751,000 from the sale of
11 limited partnership interests. Net income produced by this program was $257,015 resulting in a ROI

of 34%.

19. Tanglewood Self Storage, Ltd. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase property consisting of a mini-self storage facility in Austin, Texas. The acquisition of this
single asset occurred in June 1995 for $1,800,000 and included land, an existing building and personal prop-
erty. The private placement offering commenced in February 1995 and was completed in 2005. Tanglewood
Self Storage, Ltd. raised total gross offering proceeds of $577,682 from the sale of 8 limited partnership
interests. Net income produced by this program was $320,040 resulting in a ROI of 55%. In July 2007 a
merger with Two Tanglewood, Ltd. occurred due to a project refinance. Two Tanglewood, Ltd. was the surviv-
ing entity from the merger (program 20).

20. Two Tanglewood, Ltd. was formed as a special purpose Texas Limited Partnership, to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase land from Tanglewood Self Storage, Ltd. to construct a mini-self storage facility in Austin, Texas.
The acquisition of this single asset occurred in October 1999 for $150,000. The construction of the mini-self
storage facility followed the acquisition of land adjacent to Tanglewood Self Storage, Ltd (program 19). The
private placement offering commenced in October 1999 and was completed in 2007. In July 2007 a merger
with Tanglewood Self Storage, Ltd. occurred due to a project refinance. Two Tanglewood, Ltd. was the surviv-
ing entity from the merger. The sale of this asset occurred in October 2007. Two Tanglewood Ltd. raised total
gross offering proceeds of $296,131 from the sale of 8 limited partnership interests. Net income produced by
this program was $1,419,729 resulting in a ROI of 479%.

21. TSG Waterview, L.P. was formed as a special purpose California Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership
to purchase, unimproved and un-entitled lands in the City of Lake Elsinore, County of Riverside, State of
California, for the purposes of entitling said lands for ultimate sale in bulk to residential, commercial, and
industrial developers. One property has been acquired to date in this program. In March 2007, the partnership
acquired 6.38 acres for $2,500,000. In February 2008, TSG Waterview, L.P. sold the 6.07 acres to the Lake
Elsinore Redevelopment Agency for $4,150,000. The private placement offering commenced in Decem-
ber 2006 and was completed in 2008. TSG Waterview, L.P. raised $1,772,000 in gross offering proceeds from
the sale of 27 limited partnership interests. Net income produced by this program was $767,000 resulting in a
ROI of 43%.
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22. MRF Carbon Canyon, L.P. and MRF Carbon Canyon II, L.P. were inter-related entities with a com-
mon purpose, to participate in the profits from the purchase of undeveloped property located in the City of
Brea, Orange County, California whose ownership originated from individual land owners. The original acqui-
sitions were made by MRF Carbon Canyon, L.P. whose limited partners included the partners of Carbon
Canyon II, L.P. MRF Carbon Canyon, L.P. whose operations started in 1998 redeemed all investors whose
capital contributions were made via IRA and IRA related funds in 2005 for an undivided interest in a portion
of the MRF Carbon Canyon, L.P. assets. The investors of these IRA and IRA related funds became limited
partners in Carbon Canyon II, L.P. Each of these entities is discussed separately below (see 22A, 22B).

22A. MRF Carbon Canyon, L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase 611 acres of undeveloped property located in the City of Brea, Orange County, California.
In addition the Partnership did acquire, additional tracts of undeveloped property adjacent to the 611 acres
including 52 acres and a tract of approximately 27.8 acres. The partnership purchased the right to buy an
existing option on the 611 acres in November 1998 for $1,600,000. Although the partnership had the right to
buy 611 acres, only 312 ended up being purchased. The 312 acres were purchased in November 2002 for
$7,914,584, the 52 acres were purchased in December 1998 for $470,000 and the 27.8 acres were purchased
in August 1999 for $140,000. The private placement offering commenced in October 1998 and was completed
in 2009. MRF Carbon Canyon L.P. raised total gross offering proceeds of $15,493,152 from the sale of
94 limited partnership interests. Net loss produced by this program was $(11,511,208) resulting in a ROI of
(74)%.

On April 27, 2007, MRF Carbon Canyon, L.P. filed for Chapter 11 bankruptcy protection in the United
States Bankruptcy Court, Central District of California, due to the pending May 1, 2007 maturity of an exist-
ing indebtedness of $11,150,000. The beneficiary of this indebtedness was Old Standard Life Insurance
Company, an Idaho corporation (““Old Standard’”) which is currently in rehabilitation. MRF Carbon Canyon,
L.P. proposed several solutions to the pending maturity including a twenty-four month extension of the exist-
ing indebtedness with Old Standard. Old Standard was not willing to extend its note beyond the current
maturity. MRF Carbon Canyon, L.P. then communicated its desire for a short term extension to Old Standard
as MRF Carbon Canyon, L.P. has been working with several potential lending sources to payoff the existing
indebtedness owed to Old Standard. Old Standard again indicated that it was not willing to extend its note
beyond the current maturity of May 1, 2007. The Chapter 11 reorganization proceeding was filed to protect
the asset(s) of MRF Carbon Canyon, L.P. based on the unsuccessful negotiations with Old Standard, and to
provide an opportunity to restructure or refinance the obligation.

On February 27, 2008 at a Plan Confirmation Hearing, the United States Bankruptcy Court, Central
District of California, approved MRF Carbon Canyon, L.P.’s Plan of Reorganization which was preceded by a
settlement between MRF Carbon Canyon, L.P. and Old Standard. This settlement provided MRF Carbon
Canyon, L.P. a twenty-four month extension on their existing note with Old Standard. This twenty-four month
extension was from the Effective Date of the Plan which was March 14, 2008. To secure its performance of
MRF Carbon Canyon, L.P.’s post-Effective Date obligations to Old Standard, MRF Carbon Canyon II, L.P.
delivered to Old Standard a first priority deed of trust on the October 2005 acquisition (program 22B).

On June 12, 2009, Old Standard caused a “Notice of Default and Election to Sell Under Deed of Trust”
to be filed in the Official Records of Orange County California due to non-payment of principal and interest
by MRF Carbon Canyon, L.P. under the Plan of Reorganization approved at the Plan Confirmation Hearing on
February 27, 2008. MRF Carbon Canyon, L.P. attempted to negotiate with Old Standard to restructure the
existing note extension as approved at the February 27, 2008 Plan Confirmation Hearing. Negotiations
between MRF Carbon Canyon, L.P. and Old Standard were not successful and Old Standard elected to accel-
erate the payments due under the Promissory Note and commenced foreclosure proceedings under the Deed of
Trust. The trustee sale occurred on October 13, 2009.

22B. MRF Carbon Canyon II, L.P. was formed as a special purpose California Limited Partnership to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to purchase fee unimproved and unentitled land in the City of Brea, Orange County, California for
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the purpose of rezoning and entitling said land for ultimate sale in bulk to residential, commercial and indus-
trial developers. This program has as limited partners, specific limited partners originally of MRF Carbon
Canyon, L.P. who redeemed their interests in MRF Carbon Canyon, L.P. in exchange for undivided interest in
a portion of the MRF Carbon Canyon, L.P. assets. Carbon Canyon II, L.P. has made one acquisition. The
acquisition was made in October 2005 for $240,000. The private placement offering commenced in October
2005 and was completed in 2009. Carbon Canyon II, L.P. raised total gross offering proceeds of $3,568,801
from the sale of 29 limited partnership interests. Net loss produced by this program was $(3,568,801) resulting
in a ROI of (100)%.

On June 12, 2009, Old Standard Life Insurance Company, an Idaho corporation (“Old Standard’’) caused
a “Notice of Default and Election to Sell Under Deed of Trust” to be filed in the Official Records of Orange
County California due to non-payment of principal and interest by MRF Carbon Canyon, L.P. under a Plan of
Reorganization approved by the United States Bankruptcy Court, Central District of California at a Plan
Confirmation Hearing held on February 27, 2008 (the ““Plan of Reorganization’’). MRF Carbon Canyon, L.P.
had attempted to negotiate with Old Standard to restructure the existing note extension as approved at the
February 27, 2008 Plan Confirmation Hearing. Negotiations between MRF Carbon Canyon, L.P. and Old
Standard to date were not successful and Old Standard elected to accelerate the payments due under the
promissory note and commenced foreclosure proceedings under its first priority deed of trust on the property
acquired by MRF Carbon Canyon II, L.P. in October 2005, and pledged to Old Standard as part of the Plan of
Reorganization. The trustee sale occurred on October 13, 2009.

23. TSG El Toro, L.P. was formed as a special purpose California Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase, unimproved and un-entitled lands in the City of Lake Elsinore, County of Riverside, State of
California, for the purposes of entitling said lands for ultimate sale in bulk to residential, commercial, and
industrial developers. One property has been acquired to date in this program. In January 2007 the partnership
acquired 11.66 acres of commercial zoned property for $2,200,000. In September 2007 4.49 of the 11.66 acres
were sold for $1,100,000. The 4.49 acres was subsequently re-contributed to TSG El Toro, L.P. in 2008 in
exchange for a limited partnership interest.

TSG El Toro, L.P. acquired the El Toro Property through a loan (the “El Toro Loan”) from Vineyard
Bank, N.A., which loan is now owned by California Bank & Trust (““CBT’’). On May 15, 2009, a Notice of
Default and Election to Sell Under Deed of Trust was filed in the Official Records of Riverside County,
California due to the non-payment of outstanding principal and interest on the El Toro Loan, which was due
and payable on January 11, 2009, the maturity date. Foreclosure proceedings were subsequently commenced.
On or about September 3, 2009, CBT and TSG EI Toro, L.P. reached a settlement whereby CBT would con-
tinue foreclosure proceedings on the El Toro Property and TSG El Toro, L.P. and the guarantors of the El
Toro Loan will execute a no-contest agreement acknowledging the right of CBT to pursue foreclosure and any
other remedy to which it has a right. In return, CBT agreed not to pursue the guarantors of the El Toro Loan,
which are William Shopoff, as an individual, and The Shopoff Revocable Trust dated August 12, 2004.
William and Cindy Shopoff are the sole trustees of The Shopoff Revocable Trust dated August 12, 2004.
William Shopoff is our President, Chief Executive Officer and Chairman of the Board of Directors. The trustee
sale occurred on December 9, 2009. The private placement offering commenced in December 2006 and was
completed in 2009. TSG El Toro, L.P. raised $1,859,000 in gross offering proceeds from the sale of 15 limited
partnership interests. Net loss produced from this program was $(1,859,000) resulting in a ROI of (100%).

Ongoing Programs

24. MRF — Groves Development, L.P. was formed as a special purpose Texas Limited Partnership to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to purchase four separate assets totaling 506 acres located in the City of Highgrove, Riverside
County, California. The acquisition of the first asset, 9 acres, occurred in March 1998 for $123,921. The
acquisition of the second asset, 99.94 acres, occurred in March 1998 for $1,376,079. The acquisition of the
third asset, 352 acres, occurred in May 1998 for $4,590,293 and included shares of stock in the Riverside
Highland Water Company, a mutual water company. The acquisition of the fourth asset, 46 acres, occurred in
December 2004 for $750,000. A portion of these assets acquired were sold in 2004 and in 2005. The private
placement offering commenced in February 1998 and was completed in 2004. In 2007 the general partner
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decided that the private placement offering, which was previously closed in 2004, would be re-opened to
investors when a decision was made to change the business plan of the limited partnership resulting in the
need for more capital for project operations. The re-opened offering was closed in 2008. MRF — Groves
Development L.P. raised total gross offering proceeds of $10,435,663 from the sale of 38 limited partnership
interests. Net income produced by this program to date is $22,456,112.

MRF-Groves Development, L.P. was previously combined with MRF-Groves Development II, L.P. (pro-
gram 17) for presentation purposes on Tables I, II, and III in the Prospectus dated August 29, 2007.
MREF-Groves Development, L.P. was removed from Tables I, II, and III in the prospectus dated April 30,
2008, as in 2007, the general partner decided that the private placement offering, previously closed in 2004,
would be re-opened to investors when a decision was made to change the business plan of the limited partner-
ship resulting in the need for more capital for project operations. MRF-Groves Development, L.P. was
re-combined with MRF-Groves Development, II, L.P. (program 17) for presentation purposes in Table III as in
2008 the re-opened offering was closed.

25. Springbrook Investments, L.P., Springbrook Investments II, L.P.,, Springbrook South, L.P. are inter-
related entities with a common purpose, to participate in the profits of a purchase of unimproved and
unentitled land in the Highgrove area of Riverside County, California whose ownership originated from indi-
vidual land owners. The original acquisitions were made by Springbrook Investments, L.P. whose limited
partners included the partners of Springbrook Investments II, L.P. Springbrook Investments, L.P. whose opera-
tions started in 2002 redeemed all investors whose capital contributions were made via IRA and IRA related
funds in 2005 for an undivided interest in a portion of the Springbrook Investments, L.P. assets. The investors
of these IRA and IRA related funds became limited partners in Springbrook Investments II, L.P.

When Springbrook Investments, L.P. sold a portion of its properties acquired, a 1031 exchange was
elected by a portion of the Springbrook Investments, L.P. investors. As a portion of the original properties
acquired still existed and certain investors elected not to exchange, Springbrook South, L.P. was formed and
all remaining original property was deeded to Springbrook South, L.P. in order to redeem all investors who
did not participate in the 1031 exchange of Springbrook Investments, L.P. The limited partners of Springbrook
Investments, L.P. who did exchange retained an ownership interest in the remaining original property deeded
to Springbrook South, L.P.

Each of these entities is discussed below (see 25A, 25B, 25C) however it is important to note that these
entities are not inter-related as it relates to the post 1031 operation activities of Springbrook Investments, L.P.

25A. Springbrook Investments, L.P. was formed as a special purpose California Limited Partnership to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to purchase fee and/or option interests in twelve separate properties consisting of unimproved and
unentitled land in the Highgrove area of Riverside County, California. The first acquisition occurred in
September 2002 for $300,000. The second acquisition occurred in August 2003 for $25,000. The third and
fourth acquisitions occurred in February 2004 for $507,569 and $455,000, respectively. The fifth acquisition
occurred in September 2004 for $2,137,650. The sixth, seventh, and eighth acquisitions occurred in Decem-
ber 2004 for $1,250,000, $927,000 and $400,000, respectively. The ninth and tenth acquisitions occurred in
June 2005 for $375,000 and $830,000, respectively. The eleventh acquisition occurred in August 2005 for
$950,000. The twelfth acquisition occurred in December 2005 for $86,963. A portion of the properties
acquired under the original private placement offering referenced above were sold in September 2002,
October 2005 and December 2005. After the December 2005 sale, a subsequent 1031 exchange was elected by
the partnership and the remaining property acquired under the private placement offering was deeded to
another special purpose California Limited Partnership. The exchanging limited partners then had an undi-
vided interest in fee and/or option interests in properties consisting of unimproved and unentitled land in the
City of Lake Elsinore, Riverside County, California and in the Kohanaiki, District of North Kona, Island,
County of Hawaii, Hawaii. Since the 1031 exchange in December 2005, the Partnership has purchased fee
and/or option interests in nineteen separate properties. The first acquisition occurred in February 2006 for
$1,650,000. The second, third, fourth, fifth, sixth, seventh, eighth, ninth, tenth, and eleventh acquisitions
occurred in March 2006 for $1,000,000, $689,000, $631,500, $461,000, $261,500, $255,000, $250,000,
$235,000, $200,000, and $108,000 respectively. The twelfth and thirteenth acquisitions occurred in May 2006
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for $3,000,000 and $650,000 respectively. The fourteenth, fifteenth, sixteenth, and seventeenth acquisitions
occurred in June 2006 for $223,500, $211,000, $100,000, and $23,000 respectively. The eighteenth acquisition
occurred in September 2006 for $1,497,300. The nineteenth acquisition occurred in May 2007 for $550,000.
The private placement offering commenced in March 2002 and was completed in 2005 for the limited partners
not involved in the 1031 exchange in 2005 and commenced in December 2005 and was completed in 2006 for
the limited partners involved in the 1031 exchange including limited partners not part of the aforementioned
1031 exchange. In 2007 the general partner decided that the private placement offering, which was previously
closed in 2005, would be re-opened to investors when an analysis of the business plan of the limited partner-
ship resulted in the need for more capital for project operations. Springbrook Investments, L.P. to date has
raised total gross offering proceeds of $11,510,480 from the sale of 105 limited partnership interests. Net
income produced by this program to date is $71,957.

On September 3, 2009, Springbrook Investments, L.P. entered into two Settlement Agreements with its
lender on two secured promissory notes on properties consisting of unimproved and unentitled land in the City
of Lake Elsinore, Riverside County, California. The secured promissory notes were in default and all obliga-
tions of Springbrook Investments, L.P. were due and payable in full. In the Settlement Agreements,
Springbrook Investments, L.P. agreed to execute and deliver to its lender, grant deeds to the underlying real
estate collateral for the secured promissory notes in consideration for a discharge by its lender of all of
Springbrook Investment, L.P.’s obligations under the secured promissory notes. Title to the properties refer-
enced in the two Settlement Agreements then passed from Springbrook Investments, L.P. to SPT Real Estate
Finance, LLC, the lender under the secured promissory notes (see program 1).

On February 24, 2010, Springbrook Investments, L.P. received a notice of default and demand for pay-
ment from council representing Central Pacific Bank (“CPB”), the lender on unimproved and unentitled land
in the Kohanaiki, District of North Kona, Island and County of Hawaii, Hawaii. Springbrook Investments, L.P.
acquired the North Kona property through a $1,400,000 loan from CPB which matured on June 15, 2009.
Since the maturity date of June 15, 2009, Springbrook Investments, L.P. has attempted to negotiate with CPB
to restructure or extend the existing note but to date has been unsuccessful in its negotiations. On March 23,
2010, CPB caused a “Notice of Pendency of Action” to be filed in the official records of Circuit Court of the
First Circuit State of Hawaii due to non-payment of principal and interest. CPB desires to foreclose the Mort-
gage, Security Agreement and Financing Statement dated May 16, 2006 recorded in the Bureau of
Conveyances of the State of Hawaii as Document No. 2006-093101. Springbrook Investments, L.P. is cur-
rently weighing its options regarding the filed “Notice of Pendency of Action™.

The tax operations of Springbrook Investments, L.P. referenced above include two activities which do not
appropriately reflect the operations of this partnership to date. The 1031 exchange resulted in the deferral of
$5,221,619 of income $1,438,977 of which is not included in the program net income to date of $71,957
referenced above. In addition the general partner of Springbrook Investments, L.P. assigned a portion of its
partnership interest to a separate affiliated entity which resulted in a $14,914,332 transfer of income which is
not included in the program net income to date of $71,957. Inclusion of the $1,438,977 of and the
$14,914,332 adjusts the tax net income to date to $16,425,266 from the $71,957 currently shown.

Springbrook Investments, L.P. is comprised of two components, a pre-1031 “Springbrook” portion and a
post-1031 ““Springbrook (Exchange)’ portion. Both components of Springbrook Investments, L.P. were previ-
ously presented on Tables I, II, and III in the Prospectus dated August 29, 2007. The post-1031 ““Springbrook
(Exchange)” portion was removed from Tables I, II, and III as in 2007, the general partner decided that the
private placement offering, previously closed in 2006, would be re-opened to investors when a decision was
made to change the business plan of the limited partnership resulting in the need for more capital for project
operations.

25B. Springbrook Investments II, L.P. was formed as a special purpose California Limited Partnership to
offer, pursuant to a private placement offering limited partnership investments in the Partnership, used by the
Partnership to purchase, fee and/or option interests in unimproved and unentitled lands in the Highgrove area
of Riverside County, California for the purposes of rezoning and entitling said lands for ultimate sale in bulk
to residential, commercial and industrial developers. This program has as limited partners, specific limited
partners originally of Springbrook Investments, L.P. who redeemed their interests in Springbrook Investments,
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L.P. in exchange for and undivided interest in a portion of the Springbrook Investments, L.P. assets. A portion
of the assets that Springbrook Investments II, L.P. received in exchange for their redemption of limited part-
nership interests in Springbrook Investments, L.P. were sold in December 2005, August 2006, and

October 2006. The private placement offering commenced in May 2005 and was completed in 2005.
Springbrook Investments II, L.P. raised total gross offering proceeds of $638,154 from the sale of 6 limited
partnership interests. Net income produced by this program was $4,573,512 resulting in a ROI of 716%.

Although Springbrook Investments II, L.P. had completed operations in 2008 and as such is not required
to be disclosed in the ongoing programs section of programs similar in nature to the registration statement
objectives section of the prior performance summary, due to its relevance and inter-related relationship with
ongoing programs Springbrook Investments, L.P. and Springbrook South, L.P. (programs 25A and 25C) it is
included as part of the overall program known as Springbrook Investments, L.P. (program 25).

25C. Springbrook South, L.P. was formed as a special purpose California Limited Partnership, to offer,
pursuant to a private placement offering limited partnership investments in the Partnership, used by the Part-
nership to purchase, fee and/or option interests in unimproved and unentitled lands in the Highgrove area of
Riverside County, California for the purposes of rezoning and entitling said lands for ultimate sale in bulk to
residential, commercial and industrial developers. This program holds the remaining assets of Springbrook
Investments, L.P. that were not sold in that program’s December 2005 bulk sale. In addition this program has
as limited partners all of the limited partners who were part of Springbrook Investments, L.P. at the time of
the bulk sale in December 2005, regardless of whether the limited partner participated in the 1031 exchange
that occurred after the bulk sale in December 2005. A portion of the remaining assets of Springbrook Invest-
ments, L.P. that were deeded to Springbrook South, L.P. after Springbrook Investments, L.P. bulk sale in
December 2005, were sold in August, 2006 and October 2006. After the August 2006 sale, a subsequent
1031 exchange was elected by the partnership. All property originally deeded to Springbrook South, L.P. by
Springbrook Investments, L.P. that was not sold in the August 2006 and October 2006 property sales remained
in the Springbrook South, L.P. Partnership. The exchanging limited partners then had an undivided interest in
fee interests in a separate property consisting of unimproved and unentitled land on the northerly side of
Kuakini Highway at Lanihau 2nd, in the Kohanaiki, District of North Kona Island, County of Hawaii, Hawaii.
Since the 1031 exchange in August 2006, the Partnership has purchased fee and/or option interests in one
separate property. The acquisition occurred in October 2006 for $2,300,000. Immediately after the acquisition,
Springbrook South, L.P. deeded the property to TSG Kona Kahua, L.P. in exchange for a limited partnership
interest in TSG Kona Kahua. No private placement offering has commenced to date in this program.
Springbrook South, L.P. has raised total gross offering proceeds of $152,079 for this program from limited
partners who participated in the 1031 exchange but $31,539 of this capital was transferred from existing
partners capital accounts to new partners capital accounts in 2007, 2008, and 2009. The remaining gross
offering proceeds were from existing limited partners who participated in the 1031 exchange. Net income
produced by this program to date is $1,231,104. This program does have 34 investors who own limited part-
nership interests whose origination was from Springbrook Investments, L.P.

The tax operations of Springbrook South, L.P. referenced above include two activities which do not
appropriately reflect the operations of this partnership to date. The 1031 exchange resulted in the deferral of
$1,664,023 of income which is not included in the program net income to date of $1,231,104 referenced
above. In addition the general partner of Springbrook South, L.P. assigned a portion of its partnership interest
to a separate affiliated entity which resulted in a $10,588,131 transfer of income which is not included in the
program net income to date of $1,231,104. Inclusion of the $1,664,023 and the $10,588,131 adjusts the tax
net income to date to $13,483,258 from the $1,231,104 currently shown.

26. Wasson Canyon Investments, L.P.; Wasson Canyon Investments II, L.P.; Wasson West, L.P. are inter-
related entities with a common purpose, to participate in the profits of a purchase of unimproved and
unentitled land in the City of Lake Elsinore, Riverside County, California whose ownership originated from
individual land owners. The original acquisitions were made by Wasson Canyon Investments, L.P. whose
limited partners included the partners of Wasson Canyon Investments II, L.P. Wasson Canyon Investments,
L.P. whose operations started in 2003 redeemed all investors whose capital contributions were made via IRA
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and IRA related funds in 2005 for an undivided interest in a portion of the Wasson Canyon Investments, L.P.
assets. The investors of these IRA and IRA related funds became limited partners in Wasson Canyon
Investments II, L.P.

When Wasson Canyon Investments, L.P. sold a portion of its properties acquired, a 1031 exchange was
elected by a portion of the Wasson Canyon Investments, L.P. investors. As a portion of the original properties
acquired still existed and certain investors did not want to exchange, Wasson West, L.P. was formed and all
remaining original property was deeded to Wasson West, L.P. in order to redeem all investors who did not
participate in the 1031 exchange of Wasson Canyon Investments, L.P. The limited partners of Wasson Canyon
Investments, L.P. who did exchange retained an ownership interest in the remaining original property deeded
to Wasson West, L.P.

Each of these entities is discussed below (see 26A, 26B, 26C) however it is important to note that these
entities are not inter-related as it relates to the post 1031 operation activities of Wasson Canyon, Investments,
L.P. which was renamed to TSG O’Oma, L.P. and has subsequently been renamed to TSG Kula Nei, L.P.

26A. Wasson Canyon Investments, L.P. was formed as a special purpose California Limited Partnership to
offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by the
Partnership to purchase nine separate properties consisting of unimproved and unentitled lands in the Wasson
Canyon area of Riverside County, California. The first, second and third acquisitions occurred in Decem-
ber 2003 for $26,373, $257,483, and $921,938, respectively. The fourth acquisition occurred in February 2004
for $225,000. The fifth acquisition occurred in April 2004 for $290,000. The sixth acquisition occurred in
June 2004 for $1,979,056. The seventh acquisition occurred in January 2005 for $410,000. The eighth acquisi-
tion occurred in March 2005 for $960,000. The ninth acquisition occurred in May 2005 for $2,800,000. A
portion of the properties acquired under the original private placement offering referenced above were sold in
June 2005, a subsequent 1031 exchange was elected by the partnership and the remaining property acquired
under the private placement offering was deeded to another special purpose California Limited Partnership.
The exchanging limited partners then had an undivided interest in fee interests in two separate properties
consisting of unimproved and unentitled land in the Kohanaiki, District of North Kona Island, County of
Hawaii, Hawaii. The first acquisition occurred in August 2005 for $3,000,000 and the second acquisition
occurred in December 2005 for $2,750,000. The private placement offering commenced in July 2003 and was
completed in 2004 for the limited partners not involved in the 1031 exchange in 2005 and is ongoing for the
partners who did exchange in 2005. Wasson Canyon Investments, L.P. raised total gross offering proceeds of
$7,754,115 from the sale of 77 limited partnership interests. Net income produced by this program to date is
$10,924,611.

On February 24, 2010, TSG Kula Nei, L.P. received a notice of default and demand for payment from
council representing Central Pacific Bank (““CPB”), the lender on unimproved and unentitled land in the
Kohanaiki, District of North Kona, Island and County of Hawaii, Hawaii. TSG Kula Nei, L.P. acquired the
North Kona property through a $2,680,000 loan from CPB which matured on June 15, 2009. Since the matu-
rity date of June 15, 2009, TSG Kula Nei, L.P. has attempted to negotiate with CPB to restructure or extend
the existing note but to date has been unsuccessful in its negotiations. On March 23, 2010, CPB caused a
“Notice of Pendency of Action” to be filed in the official records of Circuit Court of the First Circuit State of
Hawaii due to non-payment of principal and interest. CPB desires to foreclose the Mortgage, Security Agree-
ment and Financing Statement dated December 14, 2005 recorded in the Bureau of Conveyances of the State
of Hawaii as Document No. 2005-257566. TSG Kula Nei, L.P. is currently weighing its options regarding the
filed “Notice of Pendency of Action™.

The tax operations of Wasson Canyon Investments, L.P. referenced above include an activity which does
not appropriately reflect the operations of this partnership to date. The 1031 exchange resulted in the deferral
of $4,801,425 of income which is not included in the program net income to date of $10,924,611 referenced
above. Inclusion of the $4,801,425 adjusts the tax net income to date to $15,726,036 from the $10,924,611
currently shown.

It is important to note that after the 1031 exchange the Wasson Canyon Investments, L.P. was renamed to
TSG O’0Oma, L.P. and has subsequently been renamed to TSG Kula Nei, L.P.
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26B. Wasson Canyon Investments II, L.P. was formed as a special purpose California Limited Partnership
to offer, pursuant to a private placement offering limited partnership investments in the Partnership, used by
the Partnership to purchase, to acquire unimproved and unentitled lands in the Wasson Canyon area of River-
side County, California for the purposes of entitling said lands for ultimate sale in bulk to residential,
commercial and industrial developers. This program has as limited partners, specific limited partners originally
of Wasson Canyon Investments, L.P. who redeemed their interests in Wasson Canyon Investments, L.P. in
exchange for an undivided interest in a portion of the Wasson Canyon Investments, L.P. assets. A portion of
these assets received from Wasson Canyon Investments, L.P. were sold in June 2005. The private placement
offering commenced in April 2005 and was completed in 2005. In 2007 the general partner decided that the
private placement offering, which was previously closed in 2005, would be re-opened to investors when a
decision was made to change the business plan of the limited partnership resulting in the need for more
capital for project operations including advances to Wasson West, L.P. (program 26C). Wasson Canyon Invest-
ments I, L.P. raised total gross offering proceeds of $1,304,337 from the sale of 18 limited partnership
interests. Net income produced by this program to date is $3,559,734.

26C. Wasson West, L.P. was formed as a special purpose California Limited Partnership, to offer, pursuant
to a private placement offering limited partnership investments in the Partnership, used by the Partnership, to
acquire unimproved and unentitled land in the Wasson Canyon area of Riverside County, California for the
purposes of rezoning and entitling said lands for ultimate sale in bulk to residential, commercial and industrial
developers. This program holds the remaining assets of Wasson Canyon Investments, L.P. that were not sold
in that program’s 2005 bulk sale. In addition to owning the remaining assets of Wasson Canyon Investments,
L.P. that were not sold in the June 2005 bulk sale, Wasson West, L.P. has acquired four separate properties of
unimproved and unentitled land in the Wasson Canyon area of Riverside County, California for the purpose of
rezoning and entitling said lands for ultimate sale in bulk to residential, commercial, and industrial developers.
The first acquisition occurred in August 2005 for $285,000. The second acquisition occurred in October 2005
for $325,000. The third acquisition occurred in May 2006 for $445,000. The fourth acquisition occurred in
December 2006 for $600,000. The property purchased in May 2006 was subsequently sold in July 2006. In
addition this program has as limited partners all of the limited partners who were part of Wasson Canyon
Investments, L.P. at the time of the bulk sale in 2005, regardless of whether the limited partner participated in
the 1031 exchange that occurred after the bulk sale in 2005. In 2007 the general partner decided that a private
placement offering would be opened to investors when a decision was made to change the business plan of
the limited partnership resulting in the need for more capital for project operations including the payoff of an
existing loan to the partnership. Wasson West, L.P. to date has raised total gross offering proceeds of
$2,897,045. Net income produced by this program to date is $66,479. This program does have 34 investors
who own limited partnership interests whose origination was from Wasson Canyon Investments, L.P.

Wasson Canyon Investments, L.P. is comprised of two components, a pre-1031 “Wasson Canyon Invest-
ments” portion and a post-1031 “TSG Kula Nei” portion. The pre-1031 “Wasson Canyon Investments”
portion of 26A was previously presented on Tables I, II, and III in the Prospectus dated August 29, 2007
combined with program numbers 26B (Wasson Canyon Investments II) and 26C (Wasson West) due to these
programs being inter-related. The pre-1031 “Wasson Canyon Investments” portion, which included Wasson
Canyon Investments II and Wasson West, was removed from Tables I, II, III as in 2007, the general partner
decided that the private placement offering, previously closed in 2005, would be re-opened to investors when
a decision was made to change the business plan of the limited partnership resulting in the need for more
capital for project operations.

27. TSG Cherry Valley, L.P. was formed as a special purpose California Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase, an approximately 244-acre parcel of unentitled, unimproved land located in the City of
Calimesa, County of Riverside, California and in the adjacent County of Riverside, California. This asset was
acquired in September 2004 for $5,000,000. The disposition strategy consists of gaining approvals for a
residential subdivision and a sale in bulk to a residential developer. The private placement offering com-
menced in July 2004 and is ongoing. TSG Cherry Valley, L.P. to date has raised total gross offering proceeds
of $7,606.282 from the sale of 69 limited partnership interests. Net income produced by this program to date
is $298,459.
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28. TSG Little Valley, L.P. was formed as a special purpose California Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership
to purchase properties consisting of unimproved and unentitled land in the Little Valley Greenwald area of
Riverside County, California. Nine separate properties have been purchased to date in this program. The first
acquisition was in September 2004 for $271,000. The second, third and fourth acquisitions occurred in
December 2004 for $230,000, $550,000 and $230,000, respectively. The fifth and sixth acquisitions occurred
in February 2005 for $475,000 and $450,000, respectively. The seventh acquisition occurred in August 2005
for $575,000. The eighth acquisition occurred in February 2006 for $800,000 and the ninth aquisition occurred
in November 2009 for $3,000,000 (see discussion below). The private placement offering commenced in
August 2004 and was completed in 2006. In 2007 the general partner decided that the private placement
offering, which was previously closed in 2006, would be re-opened to investors when an analysis of the
business plan of the limited partnership resulted in the need for more capital for project operations including a
principle reduction on an existing loan to the partnership. The limited partners and the general partner decided
that capital would be treated as a loan to the partnership instead of a capital contribution. The re-opened
offering was closed in 2008. In July 2008, the general partner withdrew as general partner and Portfolio
Partners, Inc. became the successor general partner. At the time of the general partner’s withdrawl, the Class
B limited partners assigned all of their rights, title, and interest as the Class B limited partners to Portfolio
Partners, Inc., as the successor general partner. Subsequent to the withdrawal, The Shopoff Group, L.P., an
affiliated entity of the predecessor general partner, continued to provide consultative/management services on
behalf of the successor general partner. TSG Little Valley, L.P. to date has raised total gross offering proceeds
of $4,226,938 from the sale of 32 limited partnership interests. Net loss produced by this program to date is
$(443,591).

On November 12, 2009 TSG Little Valley, L.P. purchased from Whiterock Acquisition Co., L.P. for an
aggregate purchase price of $3,000,000 (i) 298 entitled but unimproved residential lots and 2 commercial lots
located in the City of Lake Elsinore, California (the ‘“Ramsgate Property’’), (ii) 58 entitled but unimproved
residential lots located in the City of Lake Elsinore California (the ‘“Little Valley Property™), and (iii) 400
acres of unentitled and unimproved land located in the City of Chino Hills, California (the “Chino Hills
Property™).

Concurrent with the three separate acquisitions from Whiterock Acquisition Co., L.P., on November 12,
2009, TSG Little Valley, L.P. purchased the Asset Management Agreements on the Ramsgate Property, Little
Valley Property and Chino Hills Property from Eastbridge Partners, L.P. for $1,710,000. The previously men-
tioned Asset Management Agreements were between Whiterock Acquisition Co., L.P. and Eastbridge Partners,
L.P., as Asset Manager for Whiterock Acquisition Co., L.P., an entity owned by Credit-Suisse. Eastbridge
Partners, L.P. is an affiliated entity of The Shopoff Group, L.P. our sponsor.

On November 12, 2009, TSG Little Valley, L.P. sold all of its real estate holdings to SPT Lake Elsinore
Holding Co., LLC (see program 3) for a sales price of $9,600,000. $2,900,000 of the sales price was paid by
SPT-Lake Elsinore Holding Co., LLC’s execution and delivery into escrow of (a) an all-inclusive purchase
money note secured by deed of trust in favor of TSG Little Valley, L.P. as payee therein, in the principal
amount of $2,900,000, and (b) an all-inclusive deed of trust executed by SPT-Lake Elsinore Holding Co., LLC
in favor of TSG Little Valley, L.P. as beneficiary therein, securing the foregoing all-inclusive purchase money
note.

29. Spring Mountain Investments, LLC. was formed as a special purpose California Limited Liability
Company to offer, pursuant to a private placement offering, membership interest investments in the Limited
Liability Company, used by the Limited Liability Company to purchase options for the purchase of an undi-
vided interest, in two separate properties consisting of options on four unimproved commercial parcels located
in Riverside, California and options on one hundred eighty six (186) shares of stock in Riverside Highlands
Water Company. To date no acquisitions have occurred from the existing option contracts. The private place-
ment offering commenced in March 2005 and is ongoing. The offering to date has raised total gross offering
proceeds of $1,335,126 from the sale of 9 membership interests. Net income produced by this program to date
is $479,487.
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30. TSG Fund II, L.P. was formed as a special purpose California Limited Partnership, to offer, pursuant
to a private placement offering limited partnership investments in the Partnership, used by the Partnership to
purchase, investment opportunities in real estate, including real estate-backed mortgages and/or mortgage
backed securities, or acquire a limited partnership interest in partnerships or other investment vehicles that
have similar investment objectives. TSG GP, LLC, a California Limited Liability Company, is the General
Partner. The private placement offering commenced in January 2005 and was completed in 2005. TSG
Fund II, L.P. raised total gross offering proceeds of $1,653,057 from the sale of 4 limited partnership interests.
Net income produced by this program to date is $94,757.

Funds raised from the TSG Fund II, L.P. were invested in a separate program, TSG Canyon Vista, L.P.
through a direct investment as a capital contribution for a limited partnership interest. This related fund is
discussed separately below (see 30A).

30A. TSG Canyon Vista, L.P. was formed as a special purpose California Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase properties for industrial development. Two separate properties have been purchased. The
first acquisition occurred in June 2005 for $1,630,000. The second acquisition occurred in October 2005 for
$1,850,000 of which TSG Canyon Vista, L.P. owns 28.64% for an allocation of $529,840 including an
approximately 25,000 square foot building that is generating rental income. The property is located in an
unincorporated area of Riverside County, adjacent to Lake Elsinore, California. The private placement offering
commenced in June 2005, was completed in 2007, and was reopened in 2008 to allow 3 new partners who
owned a tenants-in-common interest in the aforementioned 25,000 square foot building to contribute their
property to TSG Canyon Vista, L.P. in exchange for a limited partnership interest and to raise additional
capital required due to a change in the original business plan of the limited partnership. TSG Canyon Vista,
L.P. raised total gross offering proceeds of $4,624,638 from the sale of 34 limited partnership interests. Net
income produced by this program to date is $179,452.

31. Peloton Partners, L.P. was formed as a special purpose California Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership,
to acquire investment opportunities in real estate, including real estate-backed mortgages and/or mortgage
backed securities. Specific opportunities were not identified or limited and the Partnership only accepts tax
exempt funds. Peloton Partners, L.P. has invested in several entitlement and development projects since the
formation of the Partnership. These investments include serving as the general partner for a limited partner-
ship that has a joint venture arrangement with the land seller on 50 acres of land in Lake Elsinore, California,
serving as the general partner for a limited partnership that has an option to purchase four separate properties
in Lake Elsinore, California totaling 18.88 acres, participation as a member of a limited liability company that
has an option on 27.66 acres of commercial land in Calimesa, California, participating as a member of a
limited liability company that has an option on 10.81 acres of commercially zoned land in an unincorporated
area of Riverside County California known as Highgrove, participation as a limited partner in a limited part-
nership that owns 3.07 acres of unentitled land in Brea, California, participation in a condo development
project in Puerto Vallarta, Mexico, investing in a participating loan to a developer of condominium units in
Santa Ana, California, and investing in Axion Power International, a leading developer and manufacturer of
advanced energy storage components and devices. Peloton Partners, L.P. has also made fifteen real estate loans
or loans backed by real estate assets to date. In May 2006 Peloton Partners, L.P. purchased 2.48 acres in Lake
Elsinore, California for $425,000. The 2.48 acres was subsequently sold in July 2006. . The private placement
offering commenced in July 2004 and is ongoing. Peloton Partners, L.P. to date has raised total gross offering
proceeds of $3,923,723 from the sale of 73 limited partnership interests. Net income produced by this pro-
gram to date is $178,014. This program, which allows the trading of partnership interests, had a value of
$0.93 per unit as of December 2009, down from $1.00 per unit at inception.

32. TSG Fund III, L.P. was formed as a special purpose California Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
make a loan to Wasson West, L.P. a California Limited Partnership. Wasson West, L.P. used the loan funds for
working capital and to cover other costs associated with the entitlement of approximately 73.6 acres of land in
the Lake Elsinore area of Riverside County. The private placement offering commenced in April 2006 and was
completed in 2006. Since the completion of the private placement offering the general partner has contributed
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$4,000 for miscellaneous project expenses. The loan was in the amount of $2,000,000. The original term of
the loan was one year with interest accruing at a rate of 12% per year. The loan was extended for one addi-
tional year in 2007 and for two additional years in 2008. The loan to Wasson West, L.P. was secured by the
approximately 73.6 acres of land in the Lake Elsinore area of Riverside County owned by Wasson West, L.P.
TSG Fund III, L.P. raised total gross offering proceeds of $2,005,500 from the sale of 18 limited partnership
interests. Net income produced by this program to date is $408,707.

33. TSG Fund IV, L.P. was formed as a special purpose California Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
make a loan to The Shopoff Group, L.P. a Delaware Limited Partnership (“TSG”’). TSG used the loan funds
for general corporate borrowings to cover any working capital needs of TSG and specific related entities.
MRF Groves Development, L.P., Wasson West, L.P., TSG Little Valley, L.P., and White Rock Acquisition Co.
(Asset Management Agreements on Ramsgate and Little Valley) are the specific other related entities to TSG
referenced above. The private placement offering commenced in October 2006 and is ongoing. The loan is in
the maximum amount of $5,000,000. The original term of the loan was a maximum of eighteen months with
interest accruing at a rate of 10% per year. The loan to TSG is not secured but contains a provision that any
funds received by TSG and other related entities from the sale of projects during the term of the loan and
subsequently distributed to William A. Shopoff, president of TSG will be deemed recourse in nature to
William A. Shopoff and documented as such. TSG Fund IV, L.P. raised total gross offering proceeds of
$3,260,435 from the sale of 36 limited partnership interests. Net income produced by this program to date is
$263,108.

34. TSG Kona Kahua, L.P. was formed as a special purpose Hawaii Limited Partnership to offer, pursuant
to a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
purchase, fee and/ or option interest in real property in the Kailua-Kona area along Kuakini Highway, in the
District of North Kona, Island and County of Hawaii, State of Hawaii, for the purposes of zoning and entitling
said lands for the development of residential condominiums and other related uses, the sale in bulk thereof to
residential, commercial, and industrial developers, and/or the construction of residential units for sale and/or
lease. Two properties have been acquired to date in this program. In October 2006 the partnership acquired
1.959 acres from Springbrook South, L.P. Springbrook South, L.P. contributed the 1.959 acres to TSG Kona
Kahua, L.P. in exchange for a limited partnership investment. The second acquisition occurred in April 2007
when the partnership acquired .942 acres for $1,550,000. The private placement offering commenced in Octo-
ber 2006 and was completed in 2007 but was reopened in 2009 due to a change in the business plan of the
limited partnership. TSG Kona Kahua, L.P. raised total gross offering proceeds of $3,354,588 from the sale of
30 limited partnership interests. Net loss produced by this program to date is $(165,934).

35. TSG Fund V, L.P. was formed as a special purpose Delaware Limited Partnership to offer, pursuant to
a private placement offering, limited partnership investments in the Partnership, used by the Partnership to
make an investment in another special purpose Delaware Limited Partnership, Shopoff Investors II, L.P. whose
primary purpose is to make a loan to The Shopoft Group, L.P. a Delaware Limited Partnership (“TSG”). TSG
will use the loan funds to cover organizational expenses for a new income trust public offering to be spon-
sored by TSG. The new income trust public offering to be sponsored by TSG is a filing with the SEC for a
publicly registered, non-exchange traded real estate investment trust whose focus is the acquisition and origi-
nation of various types of secured mortgages. The private placement offering commenced in May 2009 and is
ongoing. The loan is in the maximum amount of $5,000,000. The term of the loan is open ended with interest
accruing at a rate of 14% per year. The loan to TSG is not secured but contains a provision that regular
interest and principal shall be due and payable to the extent of TSG’s receipt from time to time of organiza-
tional and offering expense reimbursement payments, payment to be made in each instance within fifteen days
after TSG’s receipt of same, until such time that all principal and regular interest owing under the note has
been paid in full. TSG is also obligated to pay to TSG Fund V, L.P. a net profits interest equal to ten percent
of TSG’s net profits from income trust fee income, payable annually within ninety days after the end of the
calendar year, until such time that TSG no longer earns net profits from income trust fee income. Income trust
fee income refers to fee income from the new income trust public offering to be sponsored by TSG. TSG
Fund V, L.P. raised total gross offering proceeds of $975,050 from the sale of 8 limited partnership interests.
Net loss produced by this program to date is $(37).

97



SECURED LOAN ACQUISITION PROGRAMS

In 1992 our sponsor created the entity Asset Recovery Fund (“ARF”’) whose primary purpose was
to invest in non-performing, delinquent, and foreclosed loans secured by real estate assets. These loans
secured by real estate assets included residential, multi-family, commercial, office, and industrial proper-
ties. These non-performing, delinquent, and foreclosed loans secured by real estate assets were
purchased directly for programs created by ARF and through partnerships/joint ventures with other
entities (i.e. Resolution Trust Corporation (“RTC”)/Federal Deposit Insurance Corporation
(“FDIC”)/Fair Housing Authority (“FHA”)).

During the underwriting process the Sponsor would analyze the investment in non-performing, delin-
quent, and foreclosed loans secured by real estate assets. The sponsor would determine what business model
would provide the highest value for the program. The business model would forecast immediate access to the
underlying property secured by these non-performing, delinquent, and foreclosed loans or forecast a workout
of the non-performing, delinquent, and foreclosed loans. When the sponsor was able to execute on a programs
specific business model the investment in the loan (s) would result in positive earnings for the program result-
ing in profit and cash to the limited and general partners. For certain programs the sponsor was not able to
execute the specific business model resulting in little or no profit and cash to the limited and general partners.
The programs that made little or no profit and cash suffered from longer than projected foreclosure processes,
higher than projected foreclosure expenses, and lower levels of cooperation from debtors on workout loans.

Completed Programs

36. MRF Wayforest, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursuant to
a private placement offering, a general partnership interest in the 1994 Land Fund II-Dallas I, L.P. and comply
with the terms of all its limited partnership agreement dated November 17, 1994. The private placement
offering commenced in May 1994 and was completed in 1999. MRF Wayforest, Ltd. raised total gross offer-
ing proceeds of $2,525,939 from the sale of 39 limited partnership interests. Net income produced by this
program was $808,299, resulting in a ROI of 32%.

37. 1994 Land Fund Il — Dallas 1, L.P.; MRF-Land Fund Dallas, L.P.; Dallas Land Fund II, L.P. are
inter-related entities with a common purpose, to participate in the profits of a pool of 40 non-performing real
estate loans whose ownership originated from the RTC. The top tier (Tier I) was 1994 Land Fund IT —
Dallas 1, L.P. whose ownership was two entities, the RTC as limited partner and MRF-Land Fund Dallas, L.P.
as general partner (Tier II). Dallas Land Fund II, L.P. (Tier III) made a participating loan to MRF — Land
Fund Dallas, L.P. (Tier II) in order to participate in the profits of 1994 Land Fund II — Dallas 1, L.P. (Tier I)
This loan was made through MRF — Land Fund, Inc. the general partner of MRF — Land Fund Dallas, L.P.
(Tier II). Each of these separate entities is discussed separately below (37A, 37B, 37C).

37A. 1994 Land Fund Il — Dallas 1, L.P. was formed as a special purpose Delaware Limited Partnership
to offer, pursuant to a private placement offering, limited partnership investments in the Partnership, used by
the Partnership to purchase loans secured by properties consisting of ownership of a pool of 40 non-
performing real estate loans purchased from the RTC in November 1994 for $2,594,441. The RTC was the
limited partner and MRF-Land Fund Dallas, L.P. was the general partner. The private placement offering
commenced in November 1994 and was completed in 1994. 1994 — Land Fund II — Dallas 1, L.P. raised
total gross offering proceeds of $22,591,646 from the sale of 2 limited partnership interests. Net income
produced by this program was $12,164,070, resulting in a ROI of 54%.

37B. MRF — Land Fund Dallas, L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, a general partnership interest in the 1994 Land Fund II-Dallas I, L.P.
and comply with the terms of its limited partnership agreement dated November 17, 1994. The private place-
ment offering commenced in November 1994 and was completed in 1998. MRF — Land Fund Dallas L.P.
raised total gross offering proceeds of approximately $5,138,616 from the sale of 7 limited partnership inter-
ests. Net income produced by this program was $5,527,232, resulting in a ROI of 108%.

37C. Dallas Land Fund II, L.P. was formed as a special purpose Delaware Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to make a participating loan to MRF-Land Fund Dallas, L.P. in order to participate in the profits of
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1994 Land Fund II-Dallas 1, L.P. of which MRF Land Fund Dallas, L.P. was the general partner. The private
placement offering commenced in December 1994 and was completed in 2003. Dallas Land Fund II, L.P.
raised total gross offering proceeds of $1,664,049 from the sale of 11 limited partnership interests. Net income
produced by this program was $1,342,375, resulting in a ROI of 81%.

38. RTC Land Assets 1995-NP2C, L.P.; RTC Land Assets Trust 1995-NP2C; MRF 1995-NP2C, L.P. are
inter-related entities with a common purpose, to participate in the profits of a pool of selected non-performing
land and construction loans and land REO of several depository institutions and act in partnership with the
RTC in its corporate capacity. RTC Land Assets 1995-NP2C, L.P. was formed as the entity to hold the assets
of RTC Land Assets Trust 1995-NP2C into which the RTC had transferred the selected non-performing land
and construction loans and land REO of several depository institutions and the RTC in its corporate capacity.
MRF 1995-NP2C, L.P. was formed to assume the role of general partner of the RTC Land Assets Trust
1995-NP2C. The sponsor was the successful bidder for the Western Pools Class A Certificate(s) of RTC Land
Assets Trust 1995 NP2C which were being offered by the RTC. Each of these entities is discussed below
(38A, 38B, 38C).

Due to the unique structure of the NP2C transaction, the project generated substantial tax losses in enti-
ties 38A and 38B but cash gains. This was due to the RTC contribution of assets to the partnership with a
high tax basis relative to the value of the assets. The losses shown in the RTC Land Assets 1995 NP2C, L.P.
(38A) and RTC Land Assets Trust 1995 NP2C (38B) are not reflective of the success of the program. At the
level the sponsor and its investors participated (MRF 1995 NP2C, L.P. (38C), a profit was generated.

38A. RTC Land Assets 1995 NP2C, L.P. was formed as a special purpose Delaware Limited Partnership
to hold the assets of RTC Land Assets Trust 1995-NP2C, a Delaware Business Trust formed to hold a pool of
selected non-performing land and construction loans and land REO of several depository institutions and the
RTC. The entity commenced operations in September 1995 and was completed in 1997. RTC Land Assets
1995 NP2C L.P. raised total capital of $8,411,549 from the sale of 2 limited partnership interests. Net loss
produced by this program was $(1,051,772), resulting in a ROI of (13)%.

38B. RTC Land Assets Trust 1995 NP2C was formed as a special purpose Delaware Business Trust to
hold the assets of RTC Land Assets Trust, L.P. and to hold a pool of selected non-performing land and con-
struction loans and land REO of several depository institutions and the RTC. The entity commenced
operations in September 1995 and was completed in 1995. RTC Land Assets Trust 1995 NP2C raised total
capital of $21,016,207 from the sale of 2 limited partnership interests. Net loss produced by this program was
$(9,864,105), resulting in a ROI of (47)%.

38C. MRF 1995 NP2C, L.P. was formed as a special purpose Delaware Limited Partnership to offer,
pursuant to a private placement offering, a general partnership interest in an entity that owned a pool of
selected non-performing land and construction loans and a land REO of several depository institutions and act
in partnership with the RTC. MRF 1995 NP2C, L.P. acted as an affiliated entity that acted as a pass through
of RTC Land Assets Trust 1995 NP2C, an entity into which the RTC transferred the above referenced pool of
non-performing loans in September 1995. The private placement offering commenced in September 1995 and
was completed in 1995. MRF 1995 NP2C L.P. raised total gross offering proceeds of $2,250,070 from the sale
of 2 limited partnership interests. Net income produced by this program was $3,381,379, resulting in a ROI of
150%.

39. MRF — Atlanta Pools, L.P. was formed as a special purpose Delaware Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase 19 non-performing multi-family loans that were purchased from the RTC in March 1995
for $3,760,541. The private placement offering commenced in March 1995 and was completed in 1999.
MRF — Atlanta Pools, L.P. raised total gross offering proceeds of $4,603,500 from the sale of 2 limited
partnership interests. Net loss produced by this program was $(157,499), resulting in a ROI of (3)%.

Funds raised from the MRF — Atlanta Pools, Ltd were invested in three separate programs, MRF
Atlanta 1, Ltd., Atlanta 5, Ltd., and Atlanta 20, Ltd. either through direct investments as capital or as notes.
Each of these related funds is discussed separately below (see 39A, 39B, and 39C). The net loss from these
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programs in aggregate was $(157,499) comprised of a MRF — Atlanta 1, Ltd. loss of $(1,217,721), a MRF
Atlanta 5, Ltd. gain of $246,012, a MRF — Atlanta 20, Ltd. loss of $(948) and a MRF Atlanta Pools, Ltd.
gain of $815,158.

39A. MRF — Atlanta 1, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership
to purchase non-performing multi-family loans that were purchased from the RTC. The private placement
offering commenced in March 1995 and was completed in 1995. MRF — Atlanta 1, Ltd. raised total gross
offering proceeds of $1,397,840 from the sale of 2 limited partnership interests. Net loss produced by this
program was $(1,217,721), resulting in a ROI of (87)%.

39B. MRF — Atlanta 5, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership
to purchase non-performing multi-family loans that were purchased from the RTC. The private placement
offering commenced in March 1995 and was completed in 1995. MRF — Atlanta 5, Ltd. raised total gross
offering proceeds of $1,502,705 from the sale of 2 limited partnership interests. Net income produced by this
program was $246,012, resulting in a ROI of 16%. Although MRF — Atlanta 5, Ltd. had completed opera-
tions in 1996 and as such is not required to be disclosed in the prior performance summary, due to its
relevance to MRF — Atlanta Pools, Ltd. (program number 39), MRF — Atlanta 5, Ltd. is included in the
Prior Performance Summary.

39C. MRF — Atlanta 20, Ltd. was formed as a special purpose Texas Limited Partnership to offer, pursu-
ant to a private placement offering, limited partnership investments in the Partnership, used by the Partnership
to purchase non-performing multi-family loans that were purchased from the RTC. The private placement
offering commenced in March 1995 and was completed in 1995. MRF — Atlanta 20, Ltd. raised total gross
offering proceeds of $761 from the sale of 5 limited partnership interests. Net loss produced by this program
was $(948), resulting in a ROI of (125)%. Although MRF — Atlanta 20, Ltd had completed operations in
1998 and as such is not required to be disclosed in the prior performance summary, due to its relevance to
MRF — Atlanta Pools, Ltd. (program number 39), MRF Atlanta 20, Ltd is included in the Prior Performance
Summary.

40. MRF — North/Central, L.P. was formed as a special purpose Texas Limited Partnership to offer,
pursuant to a private placement offering, limited partnership investments in the Partnership, used by the Part-
nership to purchase loans related to 3 commercial real properties consisting of 2501, 2600, and 2601
Westward Drive, San Antonio, Texas, cumulatively known as Westwood Plaza. Loans related to these assets
were purchased from the FHA in September 1996 for $4,032,579. The private placement offering commenced
in September 1996 and was completed in 2001. MRF — North/Central, L.P. raised total gross offering pro-
ceeds of $1,725,001 from the sale of 22 limited partnership interests. Net income produced by this program
was $849,335, resulting in a ROI of 49%.

INSTITUTIONAL PROGRAMS — NO OWNERSHIP; MANAGEMENT AGREEMENT

After the creation of ARF whose primary purpose was to invest in non-performing, delinquent, and
foreclosed loans secured by real estate assets, ARF was hired to act in the capacity of servicer for Credit
Suisse First Boston in several programs of which Credit Suisse First Boston was the owner of the assets
that ARF was servicing.

ARF and its successors, Eastbridge Partners, L.P. and The Shopoff Group, L.P., as servicer had the
responsibility to provide asset management services for the assets acquired by the owner and to provide
loan servicing services for the assets acquired. These duties included identifying the target acquisition,
negotiating the acquisition for several different owners, managing the loan foreclosure business and
assembling the project. After the project was assembled ARF handled the marketing and disposition of
the assets. In the case of asset management responsibilities for programs that owned unentitled and
un-developed land, ARF had the responsibility of obtaining entitlements, regulatory permits and other
jurisdictional approvals necessary to complete the sale of the asset.
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Investors should note that White Rock Acquisition Co. L.P. is an entity whose underlying legal owner is
Credit Suisse First Boston. Investors should also note that none of the programs owned by Credit Suisse First
Boston are included in the Prior Performance Tables.

Completed Programs

41. Asset Management Agreement on Ramsgate; was entered into on February 15, 2001 by and between
White Rock Acquisition Co. L.P. (the “Owner”’), and Eastbridge Partners, L.P. (the ““Asset Manager™).
Eastbridge Partners, L.P. on behalf of Owner has acquired certain real property and improvements thereon
commonly known as Ramsgate in the City of Lake Elsinore, County of Riverside, California. The Asset
Manager’s duty is to oversee the day-to-day management, servicing and administration of the Ramsgate assets.
The Asset Manager earns as compensation an annual servicing fee, disposition fee, brokerage fee, and incen-
tive fees. There are four separate programs under the Ramsgate management agreement; each separate
program is described separately below (See 41A, 41B, 41C, 41D).

41A. Casa Feliz was a 138 unit student occupied multifamily property in Tuscon, Arizona near the
University of Arizona campus. Acquired in January 29, 1998 for $4,000,000 this asset sold on August 23,
1999 for $5,175,000. Credit Suisse First Boston Mortgage Capital LLC. (Owner) contributed $4,225,000 to
this program. Net income produced by this program was zero, resulting in a ROI of 0%.

41B. Santa Fe Railroad was a property consisting of four (4) parcels totaling 1,393 acres in San
Bernardino and Kern Counties, California. Three parcels were purchased in December 1997 for $1,975,000
and the fourth parcel was purchased in February 1998 for $278,000. All parcels were sold in December 2003.
Credit Suisse First Boston Mortgage Capital LLC. (Owner) contributed $3,452,706 to this program. Net
income produced by this program was $394,513, resulting in a ROI of 11%.

41C. Post Oak Place was an undivided interest in 2.53 acres of land and a 77,000 square foot 3 story
multi-tenant office building located in Houston Texas’s Galleria business district. The asset was acquired in
April of 1998 for $5,351,000 and sold in May 2000 for $5,750,000. Credit Suisse First Boston Mortgage
Capital LLC. (Owner) contributed $5,415,539 to this program. Net income produced by this program was
$12,976, resulting in a ROI of .2%.

41D. Ramsgate is a 1,189 acre residential tract located in the City of Lake Elsinore, County of Riverside,

California. Eastbridge Partners, L.P. and its successor entity The Shopoff Group, have managed the improve-
ment process including obtaining entitlements, regulatory permits, and other approvals necessary to complete
the partial sale of this asset. Ramsgate acquired the 1,189 acres in January 1998 for $7,700,000 and in 2009
completed the final sale of its assets (November and December 2003, September and October 2004, Novem-
ber 2006, and November 2009.) Credit Suisse First Boston Mortgage Capital LLC. (Owner) has contributed
$19,091,026 to this program. Net income produced by this program was $33,481,084 resulting in a ROI of
175%.

42. Asset Management Agreement on Chino Hills; was entered into on February 15, 2001 by and between
White Rock Acquisition Co. L.P. (the “Owner”’), and Eastbridge Partners, L.P. (the “Asset Manager™’). East-
bridge Partners, L.P. on behalf of Owner has acquired 400 acres of land in the City of Chino Hills, County of
San Bernardino, California. The Asset Manager’s duty is to oversee the day-to-day management, servicing and
administration of the Chino Hills asset. The Asset Manager earns as compensation an annual servicing fee,
disposition fee, brokerage fee, and incentive fees. The note was purchased in May 1998 for $2,238,000. In
November 2009 White Rock Acquisition Co. L.P. sold the 400 acres of land in the City of Chino Hills. Credit
Suisse First Boston Mortgage Capital LLC (Owner) contributed $3,405,426 to this program. Net loss produced
by this program was $(1,735,675) resulting in a ROI of (51)%.

43. Asset Management Agreement on Little Valley; was entered into on June 1, 2004 by and between
White Rock Acquisition Co. L.P. (the “Owner”’), and Eastbridge Partners, L.P. (the “Asset Manager™).
Eastbridge Partners, L.P. on behalf of Owner has acquired 12.14 acres of land in the unincorporated area of
the County of Riverside, California. White Rock Acquisition Co. L.P. has entered into a Joint Entitlement
Agreement between TSG Little Valley, L.P., White Rock Acquisition Co. L.P., and Eastbridge Partners, L.P. to
jointly seek entitlements to develop the Properties as a single family residential community and to thereafter
market and sell their respective properties to one or more third-party homebuilders. The Asset Manager’s duty
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is to manage the White Rock Property and administer the processing of the development entitlement of the
Project as a single family residential community, and thereafter to market and sell the Project to one or more
merchant homebuilders on the best terms available in the marketplace. The Asset Manager earns as compensa-
tion an annual servicing fee, disposition fee, brokerage fee, and an incentive fee. The 12.14 acres owned by
White Rock Acquisition Co. L.P. is comprised of three separate purchases. The first acquisition occurred in
June 2004 for $190,000. The second acquisition occurred in July 2004 for $250,000. The third acquisition
occurred in December 2004 for $250,000. White Rock Acquisition Co. L.P. sold the 12.14 acres of land in the
unincorporated area of the County of Riverside in November 2009. Credit Suisse First Boston Mortgage
Capital LLC (Owner) contributed $1,000,000 to this program. Net loss produced by this program was
$(729,207) resulting in a ROI of (73)%.

LOW INCOME HOUSING TAX CREDIT PROGRAMS

The Low Income Housing Tax Credit (LIHTC or Tax Credit) program was created by the Tax Reform
Act of 1986 as an alternate method of funding housing for low- and moderate-income households, and has
been in operation since 1987. Until 2000, each state received a tax credit of $1.25 per person that it can
allocate towards funding housing that meets program guidelines (currently, legislation is pending to increase
this per capita allocation). This per capital allocation was raised to $1.50 in 2001, to $1.75 in 2002, and
adjusted for inflation beginning in 2003. These tax credits are then used to leverage private capital into new
construction or acquisition and rehabilitation of affordable housing.

The tax credits are determined by the development costs, and are used by the owner. However, often,
because of IRS regulations and program restrictions, the owner of the property will not be able to use all of
the tax credits, and therefore, many LIHTC properties are owned by limited partnership groups that are put
together by syndicators. In this manner, a variety of companies and private investors participate within the
LIHTC program, investing in housing development and receiving credit against their federal tax liability in
return.

Tax Credits must be used for new construction, rehabilitation, or acquisition and rehabilitation and
projects must also meet the following requirements:

e 20 percent or more of the residential units in the project are both rent restricted and occupied by
individuals whose income is 50 percent or less of area median gross income or 40 percent or more
of the residential units in the project are both rent restricted and occupied by individuals whose
income is 60 percent or less of area median gross income.

*  When the LIHTC program began in 1987, properties receiving tax credits were required to stay
eligible for 15 years. This eligibility time period has since been increased to 30 years.

As detailed below by asset, each LIHTC program has produced aggregate losses which are a combination
of operational deficits and depreciation. These operational deficits are primarily due to the lack of differential
in market rents and subsidized rents of which LIHTC projects thrive on, utility bills that were materially
higher than underwritten despite utility retrofits by the sponsor, and costs of property insurance which
increased dramatically after the 911 terrorist attack. However, our limited partners have received substantially
all of the projected tax credits as underwritten despite the ongoing operating deficits at each entity. Through
2007, $9,263,403 in tax credits have been delivered by the sponsor to the program members. In addition, the
operating deficits have continued to be funded by our sponsor under the guarantee imbedded in the limited
partnership agreement. ROI on this type of program is not the measure of success, as the partnerships are
designed to create tax losses as well as to provide tax credits to the limited partners.

Completed Programs

44. MAP AZ-980 L.P. was formed on February 25, 1998 as a Texas Limited Partnership. This Limited
Partnership was amended on May 1, 1998. The General Partner is ARF MAP AZ-980, Inc., FPLP, Inc. is the
special limited partner, and the investor limited partner is First Partners Corporate Limited Partnership I'V. The
Partnership was organized to acquire, rehabilitate, and operate a single asset, a 134 unit apartment building
(including land) in Scottsdale, Arizona, for rental to low income tenants. The project was acquired in 1998 for
$4,000,000 and rehabilitation was completed in 1999. The sale of this one asset was completed in 2006 when
the general partner sold its interest to DLFP Scottsdale, LLC. The Project received an allocation of low
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income housing tax credits from the Arizona Department of Commerce under Section 42 of the IRS Code of
1986, as amended. As such, the Project is required to lease a minimum of 40% of its units to families whose
income is 60% or less of the area median gross income. MAP AZ-980, L.P. raised capital of $1,458,240 from
the sale of 2 limited partnership interests. Net loss produced by this program at the time of the general part-
ners interest sale was $(1,176,761). Cumulative tax credits delivered by the sponsor to program members at
the time of the general partners interest sale was $1,549,502.

45. MAP AZ-5235 L.P. was formed on February 25, 1998 as a Texas Limited Partnership. This Limited
Partnership was amended on May 1, 1998. The General Partner is ARF MAP AZ-5235, Inc., FPLP, Inc. is the
special limited partner, and the investor limited partner is First Partners Corporate Limited Partnership IV. The
Partnership was organized to acquire, rehabilitate, and operate a single asset, a 100 unit apartment building
(including land) in Phoenix, Arizona, for rental to low income tenants. The project was acquired in 1998 for
$2,000,000 and rehabilitation was completed in 2001. The sale of this one asset was completed in 2006 when
the general partner sold its interest to DLPF Oasis, LLC. The Project received an allocation of low income
housing tax credits from the Arizona Department of Commerce under Section 42 of the IRS Code of 1986, as
amended. As such, the Project is required to lease a minimum of 40% of its units to families whose income is
60% or less of the area median gross income. MAP AZ-5235, L.P. raised capital of $766,952 from the sale of
2 limited partnership interests. Net loss produced by this program at the time of the general partners interest
sale was $(2,478,468). Cumulative tax credits delivered by the sponsor to program members at the time of the
general partners interest sale was $958,173.

46. Arbor Place Apartments L.P. was formed on February 28, 1998 as an Arkansas Limited Partnership.
This Limited Partnership was amended on December 23, 1998. The General Partner is KNE Corporation and
the investor limited partner is KeyCorp Investment Limited Partnership V. The Partnership was organized to
acquire land and buildings in Little Rock Arkansas, and to rehabilitate and operate thereon 98 multi-family
residential apartment units for rental to low income tenants. The project was placed into service in Decem-
ber 2000. The sale of this asset was completed in 2008 when the general partner sold its interest to
TERRAVISTA I, LLC but six months prior to the actual date the general partner sold its ownership interest to
TERRAVISTA I, LLC the general partner had ceased to have any active management role in project opera-
tions and as a result had no material effect on project profits, losses, or tax credits delivered to program
members. The Project received an allocation of low income housing tax credits from the Arkansas Develop-
ment Finance Authority under Section 42 of the IRS Code of 1986, as amended. As such, the Project is
required to lease a minimum of 40% of its units to families whose income is 60% or less of the area median
gross income. Arbor Place Apartments, Ltd. raised capital of $1,965,168 from the sale of 4 limited partnership
interests. Net loss produced by this program while under active management by the general partner was
$(3,232,055). Cumulative tax credits delivered by the sponsor to program members is $1,345,896.

47. Arbor Place Il Apartments, L.P. was formed on December 1, 1998 as an Arkansas Limited Partner-
ship. This Limited Partnership was amended on December 30, 1998. The General Partner is Arbor Apartments
Corporation and the investor limited partner is KeyCorp Investment Limited Partnership IX. The Partnership
was organized to acquire, rehabilitate and operate a 107 unit apartment complex in Little Rock, Arkansas, for
rental to low income tenants. The project was acquired in 1998 and rehabilitation was completed in 2001. The
sale of this asset was completed in 2008 when the general partner sold its interest to TERRAVISTA II, LLC
but six months prior to the actual date the general partner sold its ownership interest to TERRAVISTA I,
LLC the general partner had ceased to have active management role in project operations and as a result had
no material effect on project profits, losses, or tax credits delivered to program members. The Project received
an allocation of low income housing tax credits from the Arkansas Development Finance Authority under
Section 42 of the IRS Code of 1986, as amended. As such, the Project is required to lease a minimum of 40%
of its units to families whose income is 60% or less of the area median gross income. Arbor Place II Apart-
ments, Ltd. raised capital of $1,399,729 from the sale of 2 limited partnership interests. Net loss produced by
this program while under active management by the general partner was $(2,958,295). Cumulative tax credits
delivered by the sponsor to program members is $841,619.

48. MAP MI-15001, Limited Dividend Housing Association (“LDHA”) L.P. was formed on September 22,
1999 as a Michigan Limited Partnership. This Limited Partnership was amended on December 14, 1999. The
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General Partner is ARF MAP MI-15001, L.P,, and the investor limited partner is Key Investment Fund Lim-
ited Partnership XVII. The Partnership was organized to acquire, rehabilitate and operate a 352 unit townhome
complex in Romulus, Michigan, for rental to low income tenants. The project was acquired in 1999 for
$8,150,000 and rehabilitation was completed in 2001. The Project received an allocation of low income hous-
ing tax credits from the Michigan State Housing Development Authority under Section 42 of the IRS Code of
1986, as amended. As such, the Project is required to lease a minimum of 40% of its units to families whose
income is 60% or less of the area median gross income. MAP MI-15001 LDHA L.P. is financed and con-
structed under Section 221(d)(4) of the National Housing Act, as amended, and is administered by the U.S.
Department of Housing and Urban Development (““HUD””). Under this program the Partnership provides
housing to low and moderate income tenants, subject to regulation by HUD as to rental charges and operating
methods. Lower rental charges to tenants are recovered by the Partnership through rent subsidies provided by
HUD. The Section 221(d) (4) and Section 8 programs are major HUD programs.

Over the past several years the rental market in the Detroit area experienced significant deterioration,
resulting in a corresponding decrease in asset values for rental properties. MAP MI-15001, LDHA, L.P. expe-
rienced an asset value decrease to a current state where the loan amount on the property far exceeded the
value of the property. After a Michigan LIHTC appraiser confirmed MAP MI-15001, LDHA, L.P.’s opinion of
decreased value for its asset, MAP MI-15001, LDHA, L.P. begin negotiations with the original lender HUD,
through its servicer GMAC, to buy out the loan at a discounted rate. HUD sold MAP MI-15001, LDHA,
L.P’s loan, along with several others, to a third-party. Negotiations were started with the new lender during
which MAP MI-15001, LDHA, L.P. and its sole limited partner, Key Investment Fund Limited Partnership
XVII, were informed that the new lender had decided to foreclose on the property rather than pursue any
offers submitted to them. In February, 2008 control of the property was turned over to a court appointed
Receiver and for six months MAP MI-15001, L.P. had the right to redeem the property before legally losing
the asset. In May 2008 a settlement was reached with MAP MI-15001, LDHA, L.P.’s new lender RRE Sky
Harbor, LLC whereby MAP MI-15001, LDHA, L.P. executed a deed-in-lieu in favor of RRE Sky Harbor,
LLC giving up all rights of ownership to the property.

MAP MI-15001 LDHA, L.P. raised capital of $10,729,227 from the sale of 2 limited partnership inter-
ests. Net loss produced by this program at the time the deed-in-lieu was executed in favor of RRE Sky
Harbor, LLC was $(10,729,227). Cumulative tax credits delivered by the sponsor to program members at the
time the deed-in-lieu was executed in favor of RRE Sky Harbor, LLC was $4,568,213.

CONFLICTS OF INTEREST

Our management will be subject to various conflicts of interest arising out of our relationship with
Shopoff Advisors, The Shopoff Group, Shopoff Securities and their affiliates. All agreements and arrange-
ments, including those relating to compensation, between us and Shopoff Advisors, The Shopoff Group,
Shopoff Securities and their affiliates are not the result of arm’s-length negotiations. The limitations on
Shopoft Advisors described below have been adopted to control when we enter into transactions with Shopoff
Adpvisors, Shopoff Securities and their affiliates. With respect to the conflicts of interest described herein,
Shopoff Advisors, The Shopoff Group, Shopoff Securities and their affiliates have informed us that they will
endeavor to balance their interests with our interests.

We believe that the compensation paid to Shopoff Advisors and its affiliates under the advisory agreement
is on terms no less favorable to us than those customary for similar services performed by independent firms
in the relevant geographic areas.

Competition for the Time and Service of Shopoff Advisors and Its Affiliates

We rely on Shopoff Advisors and its affiliates to select our investments and to manage our assets and
daily operations. Many of the same persons serve as directors, officers and employees of us, Shopoff Advisors
and its affiliates. Key executives of Shopoff Advisors have conflicts of interest in allocating management time,
services and functions among Shopoff Advisors and the various existing real estate programs and any future
real estate programs or business ventures that they may organize or serve. Shopoff Advisors has informed us
that it and its affiliates will employ sufficient staff to be fully capable of discharging their responsibilities in
connection with us and the various other real estate programs advised or managed by affiliates of Shopoff
Advisors.
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Process for Resolution of Conflicting Opportunities

The Shopoff Group, an affiliate of Shopoft Advisors, has sponsored privately offered real estate programs
and may in the future sponsor privately and publicly offered real estate programs that may have investment
objectives similar to ours. Therefore, Shopoff Advisors and its affiliates could be subject to conflicts of interest
between ours and other real estate programs.

Other factors that may be considered in connection with the decisions as to the suitability of the property
for investment include:

* the effect of the acquisition on the diversification of our portfolio;
e the amount of funds we have available for investment; and
e the estimated income tax effects of the purchase and subsequent disposition.

The independent directors must, by majority vote, approve all actions by Shopoff Advisors or its affiliates
that present potential conflicts with us.

We believe that the above factors, including the obligations of Shopoff Advisors and its affiliates to
present to us any property opportunities that satisfy our investment objectives, will help to lessen the competi-
tion or conflicts with respect to the acquisition of properties.

Acquisitions from Affiliates of Shopoff Advisors

We may acquire properties from affiliates of Shopoff Advisors, including our directors or officers. The
prices we pay for such properties will not be the subject of arm’s-length negotiations. In certain cases, market
conditions may require us to acquire a property at greater than such property’s current appraised value. How-
ever, in most cases, we will not acquire a property from Shopoff Advisors or any affiliate, including our
officers and directors, unless an independent appraiser confirms that our purchase price is equal to or less than
the property’s estimated fair market value and a majority of our board of directors not otherwise interested in
the transaction, including a majority of our independent directors, determines that the transaction and the
purchase price are fair, reasonable and in our best interests. We cannot absolutely assure you that the price we
pay for any such property will not, in fact, exceed that which would be paid by an unaffiliated purchaser.

We May Purchase Properties from Persons with Whom Affiliates of Shopoff Advisors Have Prior
Business Relationships

We may purchase properties from sellers with whom Shopoff Advisors or its affiliates have purchased
properties in the past and may purchase properties in the future. If we purchase properties from such sellers,
Shopoft Advisors will experience a conflict between our current interests and their interest in preserving any
ongoing business relationship with such seller. Our board of directors will not, and Shopoff Advisors has
informed us that it will not, consummate any such purchases in a manner that would effect a breach of any of
our fiduciary obligations.

Shopoff Advisors May Have Conflicting Fiduciary Obligations in the Event Shopoff Properties Trust,
Inc. Acquires Properties with Shopoff Advisors’ Affiliates

Shopoff Advisors may advise us to acquire an interest in a property through a joint venture arrangement
with Shopoff Advisors’ affiliates. In such instance, Shopoff Advisors will have a fiduciary duty to us, our
stockholders and the affiliate participating in the joint venture arrangement. In addition, the advisory agree-
ment provides that a majority of the independent directors not otherwise interested in the transaction must
determine that the transaction is on terms and conditions no less favorable than from unaffiliated third parties
and is fair and reasonable to us.

Receipt of Fees and Other Compensation by Shopoff Advisors and its Affiliates

Shopoff Advisors and its affiliates will receive the compensation as described in the “Management Com-
pensation” section of the prospectus. The acquisition fee described therein is based upon the purchase price of
the properties we acquire and will be payable to Shopoff Advisors despite the lack of cash available to make
distributions to our stockholders. To that extent, Shopoff Advisors benefits from our retaining ownership of
properties and leveraging our properties, while our stockholders may be better served by our disposing of a
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property or holding a property on an unleveraged basis. Furthermore, Shopoft Advisors’ receipt and retention
of many of the fees and reimbursements it receives from us are dependent upon our making investments in
properties. Therefore, the interest of Shopoff Advisors in receiving such fees may conflict with your interest in
earning income on your investment in the shares of our common stock.

Non-Arm’s-Length Agreements; Conflicts; Competition

The agreements and arrangements, including those relating to compensation, between us, Shopoff Advi-
sors and its affiliates are not the result of arm’s-length negotiations, but are expected to approximate the terms
of arm’s-length transactions. While we will not make loans to Shopoff Advisors or its affiliates, we may
borrow money from Shopoff Advisors or its affiliates for various business purposes, including working capital
requirements, but only if a majority of our board of directors, including a majority of the independent direc-
tors, approve the transaction as being fair, competitive, commercially reasonable and no less favorable to us
than loans between unaffiliated parties under the same circumstances. Shopoff Advisors and its affiliates are
not prohibited from providing services to, and otherwise dealing or doing business with, persons who deal
with us, although there are no present arrangements with respect to any such services. However, no rebates or
“give-ups” may be received by Shopoft Advisors or its affiliates, nor may Shopoff Advisors or any such
affiliates participate in any reciprocal business arrangements which would have the effect of circumventing any
of the provisions of the advisory agreement.

Legal Counsel for Shopoff Properties Trust, Inc. and Shopoff Advisors is the Same Law Firm

Manatt, Phelps & Phillips, LLP acts as our legal counsel and legal counsel to Shopoff Advisors. Manatt,
Phelps & Phillips, LLP is not acting as counsel for the stockholders or any potential investor. There is a
possibility in the future that the interests of the various parties may become adverse and, under the Code of
Professional Responsibility of the legal profession, Manatt, Phelps & Phillips, LLP may be precluded from
representing any one or all of such parties. If any situation arises in which our interests appear to be in con-
flict with those of Shopoff Advisors or their affiliates, additional counsel may be retained by one or more of
the parties to assure that their interests are adequately protected. Moreover, should such a conflict not be
readily apparent, Manatt, Phelps & Phillips, LLP may inadvertently act in derogation of the interest of parties
which could adversely affect us, our ability to meet our investment objectives and, therefore, our stockholders.

Shopoff Securities is Participating as our Sole Broker-Dealer in the Sale of Our Common Stock

Shopoff Securities is a securities dealer wholly owned by the Shopoff Revocable Trust dated August 12,
2004, a trust owned by William A. Shopoff, the President, Chief Executive Officer and Chairman of the Board
of us and of Shopoff Advisors. It is participating as the sole securities broker-dealer in this offering. We are
not receiving a selling commission in connection with the offering. However, at the completion of the offering
and in the sole and absolute discretion of The Shopoff Group, a marketing fee is payable from The Shopoff
Group to our broker-dealer to assist our broker-dealer in discharging its obligations under the Broker-Dealer
Agreement and to cover administrative and operational costs. A monthly marketing fee of $100,000 is esti-
mated based on the anticipated three-year term of the offering and is non-refundable to The Shopoff Group.
Payment of the marketing fee from The Shopoff Group to our broker-dealer may also be withheld to the
extent that such fee would result in our broker-dealer receiving total underwriting compensation in excess of
that which is permitted under the rules of FINRA.

Our broker-dealer may be subject to a conflict of interest, which may arise out of its participation in this
offering and its affiliation with Mr. Shopoff in performing independent “‘due diligence” with respect to us. We
do not anticipate that there will be any review of our structure, formation or operations performed by our
broker-dealer. Because the broker-dealer is our affiliate, any review conducted cannot be considered to repre-
sent an independent review, and such review may not be as meaningful as a review conducted by an
unaffiliated broker-dealer. Therefore, this offering will not necessarily have the independent review typically
conducted by an underwriter or managing broker-dealer.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Company Overview

We are a Maryland corporation that intends to qualify as a real estate investment trust, or REIT, begin-
ning with the taxable year ended December 31, 2011. On November 30, 2006, we filed a registration
statement on Form S-11 (File No. 333-139042) with the SEC to offer a minimum of 1,700,000 shares and a
maximum of 20,100,000 shares of common stock for sale to the public. The SEC declared the registration
statement effective on August 29, 2007, and we then launched our on-going initial public offering. We sold the
minimum offering of 1,700,000 shares on August 29, 2008, at $9.50 per share. As of December 31, 2009, we
had sold 1,856,000 shares of common stock for $17,632,000, excluding shares purchased by the Sponsor.
Once 2,000,000 shares are sold, the offering price will increase to $10.00 per share until an additional
18,100,000 shares of common stock are sold.

We filed a Post-Effective Amendment No. 1 to our registration statement on April 30, 2008. The SEC
declared our Post-Effective Amendment No. 1 to our registration statement on Form S-11 for our on-going
initial public offering effective on May 13, 2008.

We filed a Post-Effective Amendment No. 2 to our registration statement on January 21, 2009. The SEC
declared our Post-Effective Amendment No. 2 to our registration statement on Form S-11 for our on-going
initial public offering effective on February 9, 2009.

We filed a Post-Effective Amendment No. 3 to our registration statement on May 1, 2009 and amended it
as Post-Effective Amendment No. 4 on May 21, 2009.

The SEC declared that our Post-Effective Amendment No. 4 to our registration statement on Form S-11
for our on-going initial public offering effective on May 27, 2009.

We filed a Post-Effective Amendment No. 5 to our registration statement on August 17, 2009. The SEC
declared our Post-Effective Amendment No. 5 to our registration statement on Form S-11 for our on-going
initial public offering effective on August 24, 2009.

On December 31, 2008, the Company acquired its first real estate property; as such, management
believes that the Company commenced its planned principal operations and transitioned from a development
stage enterprise to an active company.

We have used and will continue to use the proceeds of our on-going initial public offering to acquire
undeveloped real estate assets that present ‘““value-added” opportunities or other opportunistic investments for
our stockholders, to obtain entitlements on such opportunities if applicable, and to hold such assets as long-
term investments for eventual sale. “Entitlements” is an all inclusive term used to describe the various
components of our value added business plan. We will undertake various functions to enhance the value of
our land holdings, including land planning and design, engineering and processing of tentative tract maps and
obtaining required environmental approvals. All of these initial entitlements are discretionary actions as
approved by the local governing jurisdictions. The subsequent entitlement process involves obtaining federal,
state, or local biological and natural resource permits if applicable. Federal and state agencies may include the
U.S. Army Corps of Engineers, the U.S. Fish and Wildlife Service, state wildlife, or others as required. By
obtaining these approvals or entitlements, we can remove impediments for development for future owners and
developers of the projects. It is through this systematic process that we believe that we can realize profits for
our investors by enhancing asset values of our real estate holdings. The majority of the property acquired will
be located primarily in the States of California, Nevada, Arizona, Hawaii and Texas. If market conditions
dictate and if approved by our board of directors, we may invest in properties located outside of these states.
On a limited basis, we may acquire interests in income producing properties and ownership interests in firms
engaged in real estate activities or whose assets consist of significant real estate holdings, provided these
investments meet our overall investment objectives. We plan to own substantially all of our assets and conduct
our operations through our Operating Partnership, or wholly owned subsidiaries of the Operating Partnership.
Our wholly owned subsidiary, Shopoff General Partner, LLC, is the sole general partner of the Operating
Partnership. We have no paid employees. The Advisor conducts our operations and manages our portfolio of
real estate investments.
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The recent focus of our acquisitions has been on distressed or opportunistic property offerings. At our
inception, our focus was on adding value to property through the entitlement process, but the current real
estate market has generated a supply of real estate projects that are all partially or completely developed
versus vacant, undeveloped land. This changes the focus of our acquisitions to enhancing the value of real
property through redesign and engineering refinements and removes much of the entitlement risk that we
expected to undertake. Although acquiring distressed assets at greatly reduced prices from the peaks of
2005 — 2006 does not guaranty us success, we believe that it does allow us the opportunity to acquire more
assets than previously contemplated.

We believe there will be continued distress in the real estate market in the near term and expect this to
put downward pressure on near term prices. Our view of the mid to long term is more positive, and we expect
property values to improve over the four- to ten-year time horizon. Our plan is to be in a position to capitalize
on these opportunities for capital appreciation.

Through December 31, 2009, we had purchased eight properties, one of which was subsequently sold on
March 20, 2009 and had originated three secured real estate loans, two of which were subsequently converted
to real estate owned on September 4, 2009 as a result of settlement negotiations between the obligor and us.
We had no properties in escrow as of December 31, 2009. We have placed no additional properties in escrow
since December 31, 2009.

A portion of the proceeds of our on-going offering will be reserved to meet working capital needs and
contingencies associated with our operations. We believe this reserve allocation will aid our objective of
preserving capital for our investors by supporting the maintenance and viability of properties we acquire in the
future. We will initially allocate to our working capital reserve not less than 0.5% and not more than 5% of
the gross proceeds of the offering (assuming we raise the maximum offering). As long as we own any unde-
veloped real estate assets, we will retain as working capital reserves an amount equal to at least 0.5% and not
more than 5% of the gross proceeds of the offering, subject to review and re-evaluation by the board of
directors. If reserves and any available income become insufficient to cover our operating expenses and liabili-
ties, it may be necessary to obtain additional funds by borrowing, refinancing properties and/or liquidating our
investment in one or more properties. There is no assurance that such funds will be available or, if available,
that the terms will be acceptable to us.

We intend to make an election to be taxed as a REIT under Section 856(c) of the Internal Revenue Code
for our tax year ending December 31, 2011. In order to qualify as a REIT, we must distribute to our stock-
holders each calendar year at least 90% of our taxable income, excluding net capital gains. If we qualify as a
REIT for federal income tax purposes, we generally will not be subject to federal income tax on income that
we distribute to our stockholders. If we fail to qualify as a REIT in any taxable year, we will be subject to
federal income tax on our taxable income at regular corporate rates and will not be permitted to qualify as a
REIT for four years following the year in which our qualification is denied. Such an event could materially
and adversely affect our net income (if any) and results of operations.

Results of Operations

Although we are in our first full calendar year of operations and have made several acquisitions without
the use of capital from outside investment firms, we contemplate using capital from these outside investment
firms in the coming years to grow the Company’s investment base. As such our results of operations as of the
date of this report are not indicative of those expected in future periods. In addition, our results of operations
for the twelve months ended December 31, 2009 are not comparable to those of the same periods in 2008.

Through December 31, 2009, we have acquired eight properties and sold one property. The first property
was purchased on December 31, 2008 for an amount of $2,000,000 and we incurred closing and related costs
of approximately $614,000 including $476,774 in reconveyance costs. This property was subsequently sold on
March 20, 2009 for $5,000,000 and the Company has recognized a gain on the sale of approximately
$2,045,000. The second property was purchased on April 17, 2009 for an amount of $650,000 and we
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incurred closing and related costs of approximately $45,000. The third property was purchased on May 19,
2009, for an amount of $1,650,000 and we incurred closing and related costs of approximately $60,000. The
fourth property was purchased on July 31, 2009, for an amount of $3,000,000 which included a seller note
carry back of $2,000,000 and we incurred closing and related costs of approximately $1,482. The fifth and
sixth properties were acquired on September 4, 2009 via a Settlement Agreement with Springbrook Invest-
ments, L.P., a California limited partnership (““Springbrook”), in which Springbrook agreed to execute and
deliver a grant deed to the underlying real estate collateral in consideration for the discharge by us of all of
Springbrook’s obligations under two secured promissory notes owned by the Company. The tax basis of the
fifth property when acquired was $2,152,210 and tax basis of the sixth property when acquired was $472,436.
The seventh and eighth properties were purchased on November 5, 2009 for an aggregate amount of
$9,600,000, which included a seller note carryback of $2,900,000, and we incurred closing and related costs
of approximately $320,000 including an acquisition fee paid to our Advisor in the amount of $288,000.

Through December 31, 2009, we have originated three secured real estate loans receivable: one in an
amount of $600,000 to one borrower and two separate loans to a second borrower in the aggregate amount of
$2,300,000. The two separate loans to a second borrower in the aggregate amount of $2,300,000 were con-
verted to real estate owned on September 4, 2009 when we took title to the underlying real estate serving as
collateral for the two loans. The $600,000 secured real estate loan receivable incurred zero closing costs as all
title, escrow and attorney fees were paid for by the borrower through escrow. As of December 31, 2009, from
the $600,000 loan we have received $63,000 in interest income, accrued interest receivable of $42,345, paid
an acquisition fee of $18,000, or 3% of the contract price to the Advisor, which was paid to SPT Real Estate
Finance, LLC upon the closing of escrow on September 30, 2008, and paid the Advisor asset management
fees of $15,000. Prior to the conversion of the two separate loans aggregating $2,300,000 to real estate
owned, we had accrued $324,647 in interest income, paid an acquisition fee of $69,000, or 3% of the contract
price to the Advisor, which was paid upon the closing of escrow on January 9, 2009, and paid the Advisor
asset management fees of $31,207. As of December 31, 2009, since the conversion of the two separate loans
aggregating $2,300,000 to real estate owned, we paid the Advisor asset management fees of $13,774.

Revenues for the year ended December 31, 2009 approximated $5,472,000. These revenues consisted
primarily of sales of real estate, interest income on notes receivable, interest income on cash held at financial
institutions, and loan fees from an extension on an existing note receivable originated by the Company.

Expenses for the year ended December 31, 2009 (including income taxes) approximated $5,051,000.
These expenses consisted primarily of cost of sales of real estate, professional fees, stock compensation to
certain directors and officers, insurance premiums, dues and subscriptions, independent director fees, general
and administrative expenses, and a provision for income taxes.

For the year ended December 31, 2009, we had a net profit of $421,107 due primarily to the sale of real
estate, interest income on notes receivable, interest income on cash held at financial institutions, and loan fees
from an extension on an existing note receivable originated by the Company. These revenues were partially
offset by cost of sales of real estate, stock compensation to certain directors and officers, general and adminis-
trative costs, consisting primarily of professional fees, insurance premiums, independent director fees, dues
and subscriptions and printing expenses, and depreciation on a Company owned enterprise resource planning
system, and a provision for income taxes.

The Company recognized a provision for income taxes of $138,486 for the twelve months ended Decem-
ber 31, 2009 as a result of the Company recognizing profits for the first time during the three months ended
March 31, 2009 primarily from the sale of a real estate investment. The Company was not required to recog-
nize a provision for income taxes prior to the three months ended March 31, 2009.
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Comparison of Twelve Months Ended December 31, 2009 to Twelve Months Ended December 31, 2008

We transitioned from a development stage enterprise in the three months ended December 31, 2008 and
began active operations upon the acquisition of our first property on December 31, 2008.

Total revenues. Total revenues increased by $5,319,353, or 3491.4% to $5,471,709 for the twelve
months ended December 31, 2009 compared to $152,356 for the twelve months ended December 31, 2008.
The significant components of revenue are discussed below.

Sale of real estate. This caption represents revenues earned from the disposition of real estate and real
estate-related investments. We earned $5,000,000 for the twelve months ended December 31, 2009 compared
to $0 for the twelve months ended December 31, 2008 when in March 2009, the Company sold its first real
estate asset known as the Pulte Home Project originally purchased in December 2008 to Khalda.

Interest income, notes receivable. This caption represents revenues earned from the origination of
secured real estate loans. Interest income, notes receivable increased $387,992 or 1,847.6% to $408,992 for
the twelve months ended December 31, 2009 compared to $21,000 for the twelve months ended Decem-
ber 31, 2008. The increase was related to the origination of a second and third secured real estate loan
receivable, made by the Company in January 2009, to Aware, in the aggregate amount of $2,300,000.

Interest income and other. This caption represents revenues earned from the interest earned on cash
held in escrow accounts, operating accounts, savings accounts, certificates of deposits, or other similar invest-
ments. Interest income and other decreased $98,639, or 75.1% to $32,717 for the twelve months ended
December 31, 2009 compared to $131,356 for the twelve months ended December 31, 2008. The decrease
was primarily related to the reduction in the amount of cash available for temporary investments due to the
use of Company cash to make real estate and real estate-related investments and for the payment of Company
operating expenses.

Loan fees. This caption represents origination fees earned from investments in secured real estate loans.
We earned $30,000 in loan fees for the twelve months ended December 31, 2009 compared to $0 for the
twelve months ended December 31, 2008. The loan fee was earned when the Company approved an extension
of a pending maturity date on an existing secured real estate note receivable originally made in Septem-
ber 2008.

Total expenses. Total expenses increased by $3,432,146, or 212.1% to $5,050,602 (including a provision
for income taxes of $138,486), for the twelve months ended December 31, 2009 compared to $1,618,456 for
the twelve months ended December 31, 2008. The significant components of expense are discussed below.

Due diligence costs related to properties not acquired. Due diligence costs related to properties not
acquired decreased $982,061 or 95.5% to $45,827 for the twelve months ended December 31, 2009 compared
to $1,027,888 for the twelve months ended December 31, 2008. The decrease was primarily related to (i) a
reduction in the number of potential real estate investments reviewed by the Company, (ii) the implementation
of condensed evaluation procedures for potential real estate investments resulting in a more efficient and
economical underwriting process, and (iii) the reclassification of certain real estate related memberships and
subscriptions previously expensed as due diligence on properties not acquired to dues and subscriptions.

Stock based compensation. This caption represents restricted stock grants, stock options, and other share
based compensation authorized by the Company’s board of directors. We incurred $587,038 in stock based
compensation for the twelve months ended December 31, 2009 compared to $0 for the twelve months ended
December 31, 2008. The Company had not issued any stock options nor incurred any other share based
compensation expense as of December 31, 2008.

Cost of sale of real estate. Cost of sale of real estate represents direct costs attributable to the invest-
ment in the goods sold by the Company, in our case un-developed and under developed real estate assets. We
incurred $2,955,288 in cost of sale of real estate for the twelve months ended December 31, 2009 compared
to $0 for the twelve months ended December 31, 2008. The Company had not sold any real estate investments
during the year ended December 31, 2008.
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Acquisition fees. Acquisition fees represent compensation paid to our Advisor for services provided to
us during the identification, negotiation, underwriting, and purchase of our real estate-related investments. We
incurred $69,000 in acquisition fees for the twelve months ended December 31, 2009 paid to the Advisor for
services rendered in originating two secured real estate loans compared to $0 for the twelve months ended
December 31, 2008.

Dues and subscriptions. Dues and subscriptions represent fees paid by the Company for membership in
and benefits from various real estate and real estate-related organizations. We incurred $154,337 in dues and
subscriptions for the twelve months ended December 31, 2009 compared to $0 for the twelve months ended
December 31, 2008. The Company had entered into certain contractual arrangements with real estate or real
estate-related organizations as of December 31, 2008 but those expenses were classified under due diligence
on properties not acquired as the Company used those services specifically to aid the Advisor in the evaluation
of potential acquisitions. The Company began expensing those contractual arrangements as dues and subscrip-
tions during the twelve months ended December 31, 2009.

Insurance. Insurance increased by $5,624, or 2.7% to $214,213 for the twelve months ended Decem-
ber 31, 2009 compared to $208,589 for the twelve months ended December 31, 2008. The increase was
primarily due to the Company recognizing a full year of directors and officers insurance premiums in 2009 as
compared to 2008. Prior to August 2008 when the Company met its minimum offering requirement, breaking
escrow and beginning operations, the Sponsor paid for the Company’s directors and officers insurance premi-
ums. The Company would accrued a reimbursement to the Sponsor when the insurance premiums were paid
by the Sponsor.

Professional fees. Professional fees increased by $188,457, or 71.3% to $452,890 for the twelve months
ended December 31, 2009 compared to $264,433 for the twelve months ended December 31, 2008. The
increase was primarily due to (i) increased legal fees due to the documentation of and subsequent conversion
to real estate owned, a new secured note receivable and legal expenses related to the extension of and subse-
quent default of an existing note receivable originated on September 30, 2008, (ii) more extensive annual
10-K and 10-Q reporting periods in 2009 as compared to 2008 resulting in higher accounting and legal fees,
and (iii) the Company filing more 8-K’s, post effective amendments, and post effective amendment supple-
ments in 2009 as compared to 2008 also resulting in higher accounting and legal fees.

Director compensation. Director compensation increased by $101,472, or 171.0% to $160,807 for the
twelve months ended December 31, 2009 compared to $59,335 for the twelve months ended December 31,
2008. The increase was primarily due to (i) the accrual of director compensation over twelve months for the
twelve months ended December 31, 2009 as compared to only four months for the twelve months ended
December 31, 2008 as directors did not begin earning compensation until the Company broke escrow and
began operations which occurred on August 29, 2008, and (ii) the Company holding more board and commit-
tee meetings in 2009 as compared to 2008 due to more extensive Company activities. Prior to the Company
breaking escrow and beginning operations, most board and committee meetings were primarily capital raising
and administrative in nature.

General and administrative. General and administrative costs increased by $214,505, or 368.5% to
$272,716 for the twelve months ended December 31, 2009 as compared to $58,211 for the twelve months
ended December 31, 2008. The increase was primarily due to (i) a higher number of overall SEC filings
during the twelve months ended December 31, 2009 as compared to the twelve months ended December 31,
2008 resulting in higher printing expenses, (ii) depreciation expense incurred on Company purchased enter-
prise resource planning system for the twelve months ended December 31, 2009 which had not been
implemented during the twelve months ended December 31, 2008 and (iii) a higher level of asset management
fees paid on real estate-related investments under management by Shopoff Advisor in 2009 as compared to
2008.

Provision for income taxes. This caption represents the amount on the consolidated statement of opera-
tions that estimates the Company’s total income tax liability for the year. We incurred $138,486 in provision
for income taxes for the twelve months ended December 31, 2009 compared to $0 for the twelve months
ended December 31, 2008. The Company sold its first real estate investment during the three months ended
March 31, 2009.
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Recent Market Developments

There have been historic disruptions in the financial system during the years 2008 and 2009, the effects
of which are continuing. The recent failure of large U.S. financial institutions and the resulting turmoil in the
U.S. and global financial sector has had, and will likely continue to have, a negative impact on the terms and
availability of credit and the state of the economy generally within the U.S.

On October 3, 2008, the Troubled Asset Relief Program was signed into law, as part of the Emergency
Economic Stabilization Act of 2008 (““EESA”), giving the U.S. Department of the Treasury authority to
deploy up to $700 billion to improve liquidity in the capital markets, including the authority to direct
$250 billion into preferred stock investments in banks. Then, on February 17, 2009, the American Recovery
and Reinvestment Act of 2009 (““ARRA’) was signed into law as a sweeping economic recovery package
intended to stimulate the economy and provide for broad infrastructure, energy, health, and education needs.
This legislation was followed by the U.S. President’s Homeowner Affordability and Stability Plan, announced
on February 18, 2009, to address the crisis in the mortgage market which has had ripple effects in other parts
of the credit markets.

It is presently unclear what impact the EESA, ARRA, the Homeowner Affordability and Stability Plan,
and the other liquidity and funding initiatives of the Federal Reserve, and other agencies and any additional
programs that may be initiated in the future, will have on the financial markets, the U.S. banking and financial
industries, and the broader U.S. and global economies. To the extent the market does not respond favorably to
the EESA, ARRA, the Homeowner Affordability and Stability Plan, real estate companies, such as ours, may
have difficulty securing mortgage debt at reasonable rates or at all. In addition, while the economic downturn
may present opportunities for us to acquire assets that are undervalued, this opportunity is hampered by the
increased cost of capital and uncertainty as to when the markets will stabilize.

Organization and Offering Costs

Our organization and offering costs may be paid by the Advisor, our broker-dealer and their affiliates on
our behalf. These organization and offering costs include all expenses to be paid by us in connection with our
ongoing initial public offering, including but not limited to (i) legal, accounting, printing, mailing, and filing
fees; (ii) charges of the escrow holder; (iii) reimbursement to the advisor for other costs in connection with
preparing supplemental sales materials; (iv) the cost of educational conferences held by us (including the
travel, meal, and lodging costs of registered representatives of broker-dealers); and (v) reimbursement to the
broker-dealer for travel, meals, lodging, and attendance fees incurred by employees of the broker-dealer to
attend retail seminars conducted by broker-dealers.

Pursuant to the advisory agreement and the broker-dealer agreement, we are obligated to reimburse the
Adpvisor, the broker-dealer or their affiliates, as applicable, for organization and offering costs paid by them on
our behalf, provided that the advisor is obligated to reimburse us to the extent the organization and offering
costs incurred by us in the offering exceed 12.34% of our gross offering proceeds. The Advisor and its affili-
ates have incurred on our behalf organization and offering costs of $5.11 million through December 31, 2009.
Such costs are only a liability to us to the extent the organization and offering costs do not exceed 12.34% of
the gross proceeds of the offering. From commencement of our ongoing initial public offering through Decem-
ber 31, 2009, we had sold 1,856,000 shares for gross offering proceeds of $17.632 million, excluding shares
purchased by the Sponsor and recorded organization and offering costs of $2.63 million.

Liquidity and Capital Resources

We broke escrow in our on-going initial public offering on August 29, 2008 and commenced real estate
operations with the acquisition of our first material real estate investment on December 31, 2008. This first
real estate investment was sold on March 20, 2009 for $5,000,000. We are offering and selling to the public
up to 2,000,000 shares of our common stock, $.01 par value per share, at $9.50 per share and 18,100,000
shares of our common stock, $.01 par value per share, at $10.00 per share. As of December 31, 2009, we had
sold and accepted 1,856,000 shares of our common stock for $17,632,000 not including shares issued to the
Sponsor and excluding vested restricted stock grants issued to certain officers and directors. As of Decem-
ber 31, 2009, we had received but had not yet accepted, additional subscriptions for the sale of 6,300 shares
of our common stock at a price of $9.50 per share. We had sold and accepted 1,836,200 shares of our com-
mon stock for $17,443,900 as of December 31, 2008.
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Our principal demand for funds is and will be for the acquisition of undeveloped real estate properties
and other real estate-related investments, the payment of operating and general and administrative expenses,
capital expenditures and payments under debt obligations when applicable.

We did not pay any distributions to stockholders for the twelve months ended December 31, 2009.

As of December 31, 2009, our current liabilities totaled $5,568,226 and consisted of accounts payable
and accrued liabilities, due to related parties, interest on notes payable, income taxes payable, and notes
payable secured by Company assets. We do not currently have sufficient liquidity to meet these current obliga-
tions as disclosed however as discussed further in Note 11 of the notes to consolidated financial statements, on
February 3, 2010 we sold an existing Company asset for $2,231,775 and on March 5, 2010 and March 11,
2010, we successfully executed extensions on two separate secured notes payable which management believes
will allow the Company to meet its current obligations.

As a result of the closing of a proposed acquisition that occurred on November 5, 2009 and discussed
further in Note 1 of the notes to consolidated financial statements, a substantial portion of our remaining
liquidity as of September 30, 2009 was utilized. Management believes that it will be able to raise additional
capital for the Company through one or more potential sources including additional common stock sales,
re-capitalization via a co-investment joint venture relationship, the sale of an asset currently owned by the
Company and or securing appropriate longer-term debt.

Cash Flows

We had limited operations during the twelve months ended December 31, 2008, because our registration
statement was not declared effective with the SEC until August 29, 2007 and the Company did not meet the
minimum offering requirement of the sale of 1,700,000 shares of common stock until August 29, 2008. Until
the Company met the minimum offering requirement, all proceeds raised from the offering were held in an
escrow account at Wells Fargo Bank N.A. We were designated as a development stage enterprise as a result of
our limited operations for the nine months ended September 30, 2008. We transitioned from a development
stage enterprise in the three months ended December 31, 2008 and began active operations upon the acquisi-
tion of our first property on December 31, 2008.

The following is a comparison of the main components of our statements of cash flows for the twelve
months ended December 31, 2009 to the twelve months ended December 31, 2008:

Cash From Operating Activities

We used $557,129 in operating activities for the twelve months ended December 31, 2009 compared to
$1,484,712 that was used in operating activities for the twelve months ended December 31, 2008. This
$557,129 was comprised of net income of $421,107 comprised primarily of revenue from the sale of real
estate of $5,000,000, interest income on secured notes receivable of $408,992, interest income of $32,717
from subscription proceeds, a loan fee from the extension of a loan maturity on an existing note receivable of
$30,000, cost of sales of real estate of $2,955,288, stock compensation expense from restricted stock grants
and stock options issued to directors and executive officers of $587,038, due diligence costs related to projects
not acquired of $45,827, dues and subscriptions of $154,337, professional fees of $452,890, insurance
expenses of $214,213, acquisition fees of $69,000, general and administrative expenses of $272,716, director
compensation expenses of $160,807 and a provision for income taxes of $138,486, a decrease in the amount
owed to related parties of $115,435, an increase in accounts payable and accrued liabilities of $471,451, an
increase in interest payable of $72,493, an inccrease in income taxes payable of $42,986, an increase in
prepaid expenses and other assets of $20,824, gain on sale of real estate investment of $2,044,712, stock
compensation expenses from restricted stock grants and stock options issued to directors and executive officers
of $587,038 and depreciation expense of $28,767.

Cash From Investing Activities

We used $6,363,577 in investing activities for the twelve months ended December 31, 2009 compared to
$6,521,276 that was used in investing activities for the twelve months ended December 31, 2008. This
$6,363,577 was a result of originating two loans secured by real estate in the amount of $2,300,000, accruing
interest on the two loans secured by real estate of $324,647, obtaining the underlying real estate serving as
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collateral for the two loans via two separate Memoranda of Assignment of Note, Deed of Trust and Loan
Documents and Settlement Agreement’s with the borrowers on the loans and then incurring other property
related expenses of $183,909, a reduction in prepaid interest of $42,000 on a third loan secured by real estate,
the accruing of interest of $42,345 on a third loan secured by real estate, the accruing of loan fees of $20,000
on a third loan secured by real estate, the sale of one real estate property for $5,000,000, related project costs
to the one real estate property sold in the amount of $341,154, the reduction of deposits in the amount of
$3,300,000, $2,300,000 which was originally placed into an escrow account for a real estate-related invest-
ment that has been made by us and a separate $1,000,000 deposit which was originally placed into an escrow
account for the purchase of a real estate investment that has been acquired by us, the purchase of four proper-
ties and related acquisition and other property related expenses of $11,325,592 and the capitalization of
expenses related to the purchase of property and equipment of $83,931.

Cash From Financing Activities

We used $419,968 in financing activities for the twelve months ended December 31, 2009 compared to
$15,292,134 that was provided by financing activities for the twelve months ended December 31, 2008. The
$419,968 was primarily comprised of the reimbursement to the Sponsor of $477,965 in organization and
offering expenses, the issuance of common stock to subscribers of $188,100, the receipt of $59,850 in stock
subscriptions, and $189,953 in restricted cash comprised of subscription proceeds and related interest, which
were not accepted by us as of December 31, 2009, and certificates of deposit securing letters of credit for
bonds related to a Company owned asset.

Our principal demands for cash will be for property acquisitions and the payment of our operating and
administrative expenses, future debt service obligations and distributions to our stockholders. Generally, we
will fund our property acquisitions from the net proceeds of our public offering. We intend to acquire proper-
ties with cash and mortgage or other debt, but we may acquire properties free and clear of permanent
mortgage indebtedness by paying the entire purchase price for properties in cash. Due to the delays between
the sales of our shares, our acquisition of properties, and the subsequent disposition of properties, there will
be a delay, potentially a number of years, in the benefits to our stockholders, if any, of returns generated from
our investments.

As of December 31, 2009, we have raised $17,832,450 in common stock sales including shares pur-
chased by our Sponsor and have invested a majority of this cash in Company assets, significantly reducing
funds for operating and administrative expenses and existing and future debt service obligations. Management
is aware that in addition to the global and regional economic crisis affecting real estate in general, our current
lack of liquidity can be reasonably anticipated to have a material impact on capital resources necessary for the
entitlement of our properties.

Our ability to finance our operations is subject to several uncertainties including those discussed above
under “Recent Market Developments’ and under ‘“Risk Factors,”” and accordingly, we cannot guarantee that
we will have adequate cash from this offering or be able to generate adequate cash from other non-offering
sources such as (i) sales of Company assets, (ii) securing appropriate longer-term debt, or (iii) funding via
joint venture relationships with real estate private equity firms and hedge funds that have an interest in our
investment space, in order to fund our operating and administrative expenses, any future debt service obliga-
tions and any future payment of distributions to our stockholders. Our ability to ultimately sell our real estate
investments is partially dependent upon the condition of real estate markets at the time we are required or
prepared to sell and the ability of purchasers to obtain financing at reasonable commercial rates.

Potential future sources of capital include secured and unsecured financings from banks or other lenders,
establishing additional lines of credit, proceeds from the sale of properties and undistributed cash flow. How-
ever, we currently have not identified any additional sources of financing and there is no assurance that such
sources of financings will be available on favorable terms or at all.

Management believes that (i) there has been a recent shift in the investment attitude from potential
shareholders from a capital preservation to a long-term capital appreciation mentality which will result in an
increase in sales of our common stock as compared to results for the twelve months ended December 31,
20009, (ii) sales of Company assets as an alternative funding source is viable as the we recently closed on the
sale of a Company asset to a third-party for a purchase price 243% higher than the purchase price originally
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paid for by us, and we are currently evaluating a third-party offer to purchase an existing Company asset at a
purchase price that is 142% higher than the purchase price originally paid for by us, (iii) lending sources for
land assets have become more available although the cost of funds could be prohibitive in nature, and (iv) a
recapitalization of us whereby a third-party capital source would take partial ownership of existing Company
assets in a joint venture arrangement in exchange for cash is possible as at least one real estate private equity
firm has expressed an interest in taking a partial ownership position with existing Company assets. As a result
of (i), (ii), (iii), and (iv) above, we believe we will have sufficient funds for the operation of the Company for
the foreseeable future. If (i), (ii), (iii), and (iv) discussed above do not happen, we may need to consider
alternative solutions or we may need to cease operations.

Management was successful in extending each of two secured promissory notes for one year in exchange
for a principal pay down at the initial maturity dates of at least $500,000 for each secured promissory note
and an increase in the existing interest rate for each secured promissory note of two percent. These two
secured promissory notes both had initial maturity dates in 2010 and had an aggregate principal balance of
$4,900,000, $2,000,000 for one secured promissory note and $2,900,000 for the second secured promissory
note. As of the date of this prospectus, the $2,900,000 secured promissory note has been partially paid down
and has a current principal balance of $1,908,416.

Distributions

We have not paid any distributions as of December 31, 2009. Our board of directors will determine the
amount of distributions, if any, to be distributed to our stockholders. The board’s determination will be based
on a number of factors, including funds available from operations, our capital expenditure requirements and
the annual distribution requirements necessary to maintain our REIT status under the Internal Revenue Code.
Because we expect that the majority of the properties we acquire will not generate any operating cash flow,
the timing and amount of any dividends paid will be largely dependent upon the sale of acquired properties.
Accordingly, it is uncertain as to when, if ever, dividends will be paid. Although a change in the REIT tax
code related to safe harbor rules has been adopted reducing the safe harbor from four to two years, we have
not changed our business strategy which is market driven. We will consider making a distribution to share-
holders upon an asset sale but may choose instead to reinvest the proceeds rather than making a distribution.
Our stockholders should have the expectation that no substantial income will be generated from our operations
for some time from the time we begin property acquisitions although we anticipate making distributions
sooner than previously disclosed to shareholders.

The Advisory Agreement

The Advisor is responsible for overseeing the day to day operations of us and has the authority to carry
out all our objectives and purposes. The Advisor has a fiduciary responsibility to us and to our stockholders in
carrying out its duties under this Agreement. In providing advice and services hereunder, the Advisor shall not
(i) engage in any activity which would require it to be registered as an “Investment Advisor,” as that term is
defined in the Investment Advisors Act of 1940 or in any state securities law or (ii) cause us to make such
investments as would cause us to become an “Investment Company,” as that term is defined in the Investment
Company Act of 1940.

Our board of directors has the right to revoke the Advisor’s authority at any time. We shall pay the
Advisor the following fees:

Acquisition and Advisory Fees: 3% of, (i) with respect to any real estate asset acquired by us directly
or indirectly other than a real estate related investment, the contract purchase price of the underlying property,
and (ii) with respect to any real estate related investment acquired by us directly or indirectly, the contract
purchase price of the underlying property.

Debt Financing Fee: 1% of amount available under any loan or line of credit made available to us.

Asset Management Fees: a monthly payment in an amount equal to one-twelfth of 2% of (i) the aggre-
gate asset value for operating assets and (ii) the total contract price plus capitalized entitlement and project
related costs for real estate assets held for less than or equal to one year by us, directly or indirectly, as of the
last day of the preceding month other than a real estate-related investment and (iii) the appraised value as
determined from time to time for real estate assets held for greater than one year by us, directly or indirectly,
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as of the last day of the preceding month other than a real estate-related investment and (iv) the appraised
value of the underlying property, for any real estate-related investment held by us, directly or indirectly, as of
the last day of the preceding month, in the case of subsection (iv) not to exceed one-twelfth of 2% of the
funds advanced by us for the purchase of the real estate-related investment.

Disposition Fees: equal to, (i) in the case of the sale of any real estate asset, other than real estate-
related investments, the lesser of: (a) one-half of the competitive real estate commission paid up to 3% of the
contract price or, if none is paid, the amount that customarily would be paid, or (b) 3% of the contract pur-
chase price of each real estate asset sold, and (ii) in the case of the sale of any real estate-related investments,
3% of the sales price of such real estate-related investments. A disposition fee payable under this section may
be paid in addition to real estate commissions paid to non-affiliates, provided that the total real estate commis-
sions (including such disposition fee) paid to all persons by us for each real estate asset, upon disposition
thereof, shall not exceed an amount equal to the lesser of (i) 6% of the aggregate contract price of each real
estate asset or (ii) the competitive real estate commission for each real estate asset. We will pay the disposi-
tion fees for a property at the time the property is sold.

Subordinated Participation in Distributable Cash: The Subordinated Participation in Distributable Cash
shall be payable to the Advisor at the time or times that the Company determines that the Subordinated
Participation in Distributable Cash has been earned by the Advisor.

Subordinated Incentive Fee Due Upon Listing: Upon Listing, the Advisor shall be entitled to the Subor-
dinated Incentive Fee Upon Listing. The Subordinated Incentive Fee Due Upon Listing shall be payable to the
Advisor following twelve (12) months after Listing. We shall have the option to pay such fee in the form of
cash, common stock, a promissory note with interest accrued as of the date of Listing, or any combination of
the foregoing, as determined by the board of directors. In the event the Subordinated Incentive Fee Due Upon
Listing is paid to the Advisor following Listing, the Advisor will not be entitled to receive any payments of
Subordinated Performance Fee Upon Termination or Subordinated Participation in Distributable Cash follow-
ing receipt of the Subordinated Incentive Fee Due Upon Listing.

Subordinated Performance Fee Due Upon Termination: Upon termination of this Agreement, the
Adpvisor shall be entitled to the Subordinated Performance Fee Due Upon Termination.

Investment Objectives

A discussion of our Investment Objectives is set forth on page 34.

A discussion of the real estate and real estate-related investments executed by us as of December 31,
2009 is set forth on page 44 of our Annual Report on Form 10-K for the period ended December 31, 2009
incorporated herein by reference.

Critical Accounting Policies

As defined by the SEC, our critical accounting policies will be those which are both important to the
portrayal of our financial condition and results of operations, and which require management’s most difficult,
subjective, and/or complex judgments, often as a result of the need to make significant estimates and assump-
tions about the future effect of matters that are inherently uncertain. Such estimates and assumptions will be
made and evaluated on an on-going basis using information that is currently available as well as various other
assumptions believed to be reasonable under the circumstances. An accounting estimate requires assumptions
about uncertain matters that could have a material effect on the Consolidated Financial Statements if a differ-
ent amount within a range of estimates were used or if estimates changed from period-to-period. Estimates are
made under facts and circumstances at a point in time, and changes in those facts and circumstances could
produce actual results that differ from when those estimates were made, perhaps in material adverse ways.
When we begin our operating activities, we anticipate that our critical accounting policies will include those
which are described immediately below.

Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make esti-
mates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and the
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related disclosure of contingent assets and liabilities. These estimates will be made and evaluated on an on-
going basis, using information that is currently available as well as applicable assumptions believed to be
reasonable under the circumstances. Actual results may vary from those estimates; in addition, such estimates
could be different under other conditions and/or if we use alternative assumptions.

Principles of Consolidation

Since the Company’s wholly owned subsidiary, Shopoff General Partner, LLC, is the sole general partner
of the Operating Partnership and has unilateral control over its management and major operating decisions
(even if additional limited partners are admitted to the Operating Partnership), the accounts of the Operating
Partnership are consolidated in the Company’s consolidated financial statements. The accounts of Shopoff
General Partner, LLC are also consolidated in the Company’s consolidated financial statements since it is
wholly owned by the Company. SPT Real Estate Finance, LLC, SPT-SWRC, LLC, SPT-Lake Elsinore
Holding Co., LLC, SPT AZ Land Holdings, LLC, and Shopoff TRS, Inc. are also 100% owned by the
Operating Partnership and therefore their accounts are consolidated in the Company’s financial statements as
of December 31, 2009 and December 31, 2008.

All intercompany accounts and transactions are eliminated in consolidation.

Cash and Cash Equivalents

The Company considers all highly liquid short-term investments with original maturities of three months
or less when purchased to be cash equivalents.

Revenue and Profit Recognition

It is the Company’s policy to recognize gains on the sale of investment properties. In order to qualify for
immediate recognition of revenue on the transaction date, the Company requires that the sale be consum-
mated, the buyer’s initial and continuing investment be adequate to demonstrate a commitment to pay, any
receivable resulting from seller financing not be subject to future subordination, and that the usual risks and
rewards of ownership be transferred to the buyer. We would expect these criteria to be met at the close of
escrow. The Company’s policy also requires that the seller not have any substantial continuing involvement
with the property. If we have a commitment to the buyer in a specific dollar amount, such commitment will
be accrued and the recognized gain on the sale will be reduced accordingly.

Transactions with unrelated parties which in substance are sales but which do not meet the criteria
described in the preceding paragraph will be accounted for using the appropriate method (such as the install-
ment, deposit, or cost recovery method) as set forth in the Company’s policy. Any disposition of a real estate
asset which in substance is not deemed to be a ‘“sale” for accounting purposes will be reported as a financing,
leasing, or profit-sharing arrangement as considered appropriate under the circumstances of the specific
transaction.

For income-producing properties, we intend to recognize base rental income on a straight-line basis over
the terms of the respective lease agreements (including any rent holidays). Differences between recognized
rental income and amounts contractually due under the lease agreements will be credited or charged (as
applicable) to rent receivable. Tenant reimbursement revenue, which is expected to be comprised of additional
amounts recoverable from tenants for common area maintenance expenses and certain other expenses, will be
recognized as revenue in the period in which the related expenses are incurred.

Interest income on the Company’s real estate notes receivable is recognized on an accrual basis over the
life of the investment using the interest method. Direct loan origination fees and origination or acquisition
costs are amortized over the term of the loan as an adjustment to interest income. The Company will place
loans on nonaccrual status when concern exists as to the ultimate collection of principal or interest. When a
loan is placed on nonaccrual status, the Company will reserve the accrual for unpaid interest and will not
recognize subsequent interest income until the cash is received, or the loan returns to accrual status.

We believe that the accounting policy related to revenue recognition is a critical accounting policy
because of the significant impact revenue recognition will have on our consolidated financial statements.
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Cost of Real Estate Assets Not Held for Sale

We anticipate that real estate assets will principally consist of wholly-owned undeveloped real estate for
which we will obtain entitlements and hold such assets as long term investments for eventual sale. Undevel-
oped real estate not held for sale will be carried at cost subject to downward adjustment as described in
“Impairment” below. Cost will include the purchase price of the land, related acquisition fees, as well as costs
related to entitlement, property taxes and interest. In addition, any significant other costs directly related to
acquisition and development of the land will be capitalized. The carrying amount of land will be charged to
earnings when the related revenue is recognized.

Income-producing properties will generally be carried at historical cost less accumulated depreciation.
The cost of income-producing properties will include the purchase price of the land and buildings and related
improvements. Expenditures that increase the service life of such properties will be capitalized; the cost of
maintenance and repairs will be charged to expense as incurred. The cost of building and improvements will
be depreciated on a straight-line basis over their estimated useful lives, which are expected to principally
range from approximately 15 to 39 years. When depreciable property is retired or disposed of, the related cost
and accumulated depreciation will be removed from the accounts and any gain or loss will be reflected in
operations.

The costs related to abandoned projects are expensed when management believes that such projects are
no longer viable investments.

Property Held for Sale

The Company has a policy for property held for sale. Our policy, which addresses financial accounting
and reporting for the impairment or disposal of long-lived assets, requires that in a period in which a compo-
nent of an entity either has been disposed of or is classified as held for sale, the income statements for current
and prior periods report the results of operations of the component as discontinued operations.

When a property is held for sale, such property will be carried at the lower of (i) its carrying amount or
(i) the estimated fair value less costs to sell. In addition, a depreciable property being held for sale (such as a
building) will cease to be depreciated. We will classify operating properties as held for sale in the period in
which all of the following criteria are met:

*  Management, having the authority to approve the action, commits to a plan to sell the asset;

e The asset is available for immediate sale in its present condition, subject only to terms that are usual
and customary for sales of such asset;

*  An active program to locate a buyer and other actions required to complete the plan to sell the asset
has been initiated;

e The sale of the asset is probable, and the transfer of the asset is expected to qualify for recognition
as a completed transaction within one year;

e The asset is being actively marketed for sale at a price that is reasonable in relation to its current
estimated fair value; and

e Given the actions required to complete the plan to sell the asset, it is unlikely that significant
changes to the plan would be made or that the plan would be abandoned.

Selling commissions and closing costs will be expensed when incurred.

We believe that the accounting related to property valuation and impairment is a critical accounting
estimate because: (1) assumptions inherent in the valuation of our property are highly subjective and suscep-
tible to change and (2) the impact of recognizing impairments on our property could be material to our
consolidated balance sheets and statements of operations. We will evaluate our property for impairment peri-
odically on an asset-by-asset basis. This evaluation includes three critical assumptions with regard to future
sales prices, cost of sales and absorption. The three critical assumptions include the timing of the sale, the
land residual value and the discount rate applied to determine the fair value of the income-producing proper-
ties on the balance sheet date. Our assumptions on the timing of sales are critical because the real estate
industry has historically been cyclical and sensitive to changes in economic conditions such as interest rates
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and unemployment levels. Changes in these economic conditions could materially affect the projected sales
price, costs to acquire and entitle our land and cost to acquire our income-producing properties. Our assump-
tions on land residual value are critical because they will affect our estimate of what a willing buyer would
pay and what a willing seller would sell a parcel of land for (other than in a forced liquidation) in order to
generate a market rate operating margin and return. Our assumption on discount rates is critical because the
selection of a discount rate affects the estimated fair value of the income-producing properties. A higher
discount rate reduces the estimated fair value of such properties, while a lower discount rate increases the
estimated fair value of these properties. Because of changes in economic and market conditions and assump-
tions and estimates required of management in valuing property held for investment during these changing
market conditions, actual results could differ materially from management’s assumptions and may require
material property impairment charges to be recorded in the future.

Long-Lived Assets

The Company has a policy for property held for investment. Our policy requires that long-lived assets be
reviewed for impairment whenever events or changes in circumstances indicate that their carrying amounts
may not be recoverable. If the cost basis of a long-lived asset held for use is greater than the projected future
undiscounted net cash flows from such asset (excluding interest), an impairment loss is recognized. Impair-
ment losses are calculated as the difference between the cost basis of an asset and its estimated fair value.

Our policy also requires us to separately report discontinued operations and extends that reporting to a
component of an entity that either has been disposed of (by sale, abandonment, or in a distribution to share-
holders) or is classified as held for sale. Assets to be disposed of are reported at the lower of the carrying
amount or estimated fair value less costs to sell.

Estimated Fair Value of Financial Instruments and Certain Other Assets/Liabilities

The Company’s financial instruments include cash, accounts receivable, prepaid expenses, security depos-
its, accounts payable and accrued expenses. Management believes that the fair value of these financial
instruments approximates their carrying amounts based on current market indicators, such as prevailing inter-
est rates and the short-term maturities of such financial instruments.

Management has concluded that it is not practical to estimate the fair value of amounts due to and from
related parties. The Company’s policy requires, where reasonable, that information pertinent to those financial
instruments be disclosed, such as the carrying amount, interest rate, and maturity date; such information is
included in Note 7 of the 2009 consolidated financial statements. Management believes it is not practical to
estimate the fair value of related party financial instruments because the transactions cannot be assumed to
have been consummated at arm’s length, there are no quoted market values available for such instruments, and
an independent valuation would not be practicable due to the lack of data regarding similar instruments (if
any) and the associated potential cost.

The Company does not have any assets or liabilities that are measured at fair value on a recurring basis
and, as of December 31, 2009 and December 31, 2008, did not have any assets or liabilities that were mea-
sured at fair value on a nonrecurring basis.

When the Company has a loan that is identified as being impaired or being reviewed for impairment
whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable in
accordance with Company policy and is collateral dependent, it is evaluated for impairment by comparing the
estimated fair value of the underlying collateral, less costs to sell, to the carrying value of the loan.

Our Company policy establishes a three-tier fair value hierarchy, which prioritizes the inputs used in
measuring fair value. These tiers include: Level 1, defined as observable inputs such as quoted prices for
identical financial instruments in active markets; Level 2, defined as inputs other than quoted prices in active
markets that are either directly or indirectly observable; and Level 3, defined as instruments that have little to
no pricing observability as of the reported date. These financial instruments do not have two-way markets and
are measured using management’s best estimate of fair value, where the inputs into the determination of fair
value require significant management judgment or estimation.

The Company’s policy also discusses determining fair value when the volume and level of activity for
the asset or liability has significantly decreased and identifying transactions that are not orderly. Company

119



policy emphasizes that even if there has been a significant decrease in the volume and level of activity for an
asset or liability and regardless of the valuation technique(s) used, the objective of a fair value measurement
remains the same. Fair value is the price that would be received to sell an asset or be paid to transfer a liabil-
ity in an orderly transaction (that is, not a forced liquidation or distressed sale) between market participants at
the measurement date under current market conditions. Furthermore, Company policy requires additional
disclosures regarding the inputs and valuation technique(s) used in estimating the fair value of assets and
liabilities as well as any changes in such valuation technique(s).

Notes Receivable

The Company’s notes receivable are recorded at cost, net of loan loss reserves, and evaluated for impair-
ment at each balance sheet. The amortized cost of a note receivable is the outstanding unpaid principal
balance, net of unamortized costs and fees directly associated with the origination or acquisition of the loan.

The Company considers a loan to be impaired when, based upon current information and events, it
believes that it is probable that the Company will be unable to collect all amounts due under the contractual
terms of the loan agreement. A reserve is established when the present value of payments expected to be
received, observable market prices, or the estimated fair value of the collateral (for loans that are dependent
on the collateral for repayment) of an impaired loan is lower than the carrying value of that loan.

Organization and Offering Costs

The Company’s organization and offering costs may be paid by the Company’s Advisor, broker-dealer
and their affiliates on the Company’s behalf. These organization and offering costs include all expenses to be
paid by us in connection with the Company’s ongoing initial public offering, including but not limited to
(1) legal, accounting, printing, mailing, and filing fees; (ii) charges of the escrow holder; (iii) reimbursement to
the advisor for other costs in connection with preparing supplemental sales materials; (iv) the cost of educa-
tional conferences held by us (including the travel, meal, and lodging costs of registered representatives of
broker-dealers); and (v) reimbursement to the broker-dealer for travel, meals, lodging, and attendance fees
incurred by employees of the broker-dealer to attend retail seminars conducted by broker-dealers.

Pursuant to the advisory agreement and the broker-dealer agreement, the Company is obligated to reim-
burse the advisor, the broker-dealer or their affiliates, as applicable, for organization and offering costs paid by
them on the Company’s behalf, provided that the Advisor is obligated to reimburse us to the extent the organi-
zation and offering costs incurred by us in the offering exceed 12.34% of the Company’s gross offering
proceeds. The Company’s Advisor and its affiliates have incurred on the Company’s behalf organization and
offering costs of $5.11 million through December 31, 2009. Such costs are only a liability to us to the extent
the organization and offering costs do not exceed 12.34% of the gross proceeds of the offering. From com-
mencement of the Company’s ongoing initial public offering through December 31, 2009, the Company had
sold 1,856,000 shares for gross offering proceeds of $17.632 million and recorded organization and offering
costs of $2.63 million.

Potential Investments in Partnerships and Joint Ventures.

If we invest in limited partnerships, general partnerships, or other joint ventures we will evaluate such
investments for potential variable interests pursuant to Company policy. We will evaluate variable interest
entities (VIEs) in which we hold a beneficial interest for consolidation. VIEs, as defined by Company policy,
are legal entities with insubstantial equity, whose equity investors lack the ability to make decisions about the
entity’s activities, or whose equity investors do not have the right to receive the residual returns of the entity
if they occur. An entity will be considered a VIE if one of the following applies:

e The total equity investment at risk is not sufficient to permit the entity to finance its activities with-
out additional subordinated financial support from other parties (i.e., the equity investment at risk is
not greater than the expected losses of the entity).

e As a group the holders of the equity investment at risk lack any one of the following three charac-
teristics of a controlling financial interest:

e The direct or indirect ability to make decisions about an entity’s activities through voting rights
or similar rights.

120



e The obligation to absorb the expected losses of the entity if they occur.
e The right to receive the expected residual returns of the entity if they occur.

An equity investment of less than 10% of total assets generally should be considered to be insufficient to
fund the entity’s operations unless there is clear evidence to the contrary, such as evidence that it can get
financing for its activities without additional subordinated financial support.

If the Company is the interest holder that will absorb a majority of the VIE’s expected losses and/or
receive a majority of the VIE’s expected residual returns, we will be deemed to be the primary beneficiary and
must consolidate the VIE. Management will use its judgment when determining if we are the primary benefi-
ciary of, or have a controlling interest in, an unconsolidated entity. Factors considered in determining whether
we have significant influence or we have control include risk and reward sharing, experience and financial
condition of the other partners, voting rights, involvement in day-to-day capital and operating decisions and
continuing involvement. In the primary beneficiary decision, it is important to realize that a holder which will
absorb the majority of losses takes precedence over any other interest holder. The determination of which
enterprise (if any) is the primary beneficiary would be made as of the date the company first becomes
involved with the VIE — unless events requiring reconsideration of the status of the entity’s variable interest
holders have occurred.

Investments in companies that are not consolidated will be accounted for using the equity method when
we have the ability to exert significant influence. Generally, significant influence will exist if we have the
ability to exercise significant influence over the operating and financial policies of an investee, which may
need to include the ability to significantly influence the outcome of corporate actions requiring shareholder
approval of an investee. Significant influence is generally presumed to be achieved by owning 20 percent or
more of the voting stock of the investee. However, we will be required to evaluate all of the facts and circum-
stances relating to the investment to determine whether there is predominant evidence contradicting our ability
to exercise significant influence, such as the inability by us to obtain financial information from the investee.
Under this method, an investee company’s accounts are not reflected within the Company’s consolidated
balance sheet and statement of operation; however, the Company’s share of the earnings or losses of the
investee company will be reflected in the caption “Equity in net earning of unconsolidated subsidiaries” in the
Company’s statement of operations. The Company’s carrying value in an equity method investee company
will be reflected in the caption “Investments in unconsolidated subsidiaries’ in the Company’s consolidated
balance sheet.

Investments in companies in which we cannot exert significant influence will be accounted for under the
cost method. Under this method, the Company’s share of the earnings or losses of such investee companies
will not be included in the Company’s consolidated balance sheet or statement of operations.

The accounting policy relating to the need to consolidate or to account for such investments or acquisi-
tions using the equity method of accounting is a critical accounting policy due to the judgment required in
determining whether we are the primary beneficiary or have control or significant influence.

Income Taxes

Income taxes are accounted for using the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date. A valuation allowance is established when management estimates that future
taxable income will not fully utilize deferred tax assets.

The Company intends to make an election to be taxed as a REIT under Sections 856 through 860 of the
Internal Revenue Code, as amended, or the Code, beginning with the taxable year ending December 31, 2011.
The Company has not yet qualified as a REIT. To qualify as a REIT, the Company must meet certain organi-
zational and operational requirements, including a requirement to currently distribute at least 90% of ordinary
taxable income to stockholders. As a REIT, the Company generally will not be subject to federal income tax
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on taxable income that it distributes to its stockholders. If the Company fails to qualify as a REIT in any year,
it will be subject to federal income taxes on taxable income at regular corporate rates and will not be permit-
ted to qualify for treatment as a REIT for federal income tax purposes for four years following the year
during which qualification is lost unless the Internal Revenue Service grants the Company relief under certain
statutory provisions. Such an event could materially adversely affect the Company’s net income and net cash
available for distribution to stockholders.

The Company has adopted a policy for accounting for uncertainty in income taxes. The Company’s
policy prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. This policy also provides guid-
ance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The adopting of the Company’s policy for accounting for uncertainty in income taxes did not result
in any adjustment to the Company’s beginning tax positions. As of December 31, 2009, the Company did not
have any unrecognized tax benefits.

Stock-Based Compensation

Stock-based compensation will be accounted for in accordance with Company policy which requires that
the compensation costs relating to share-based payment transactions (including the cost of all employee stock
options) be recognized in the consolidated financial statements. That cost will be measured based on the
estimated fair value of the equity or liability instruments issued. Our Company policy covers a wide range of
share-based compensation arrangements including share options, restricted share plans, performance-based
awards, share appreciation rights, and employee share purchase plans.

Non-controlling Interests in Consolidated Financial Statements

The Company classifies noncontrolling interests (previously referred to as “minority interest’) as part of
consolidated net earnings and includes the accumulated amount of noncontrolling interests as part of stock-
holders’ equity. The net loss amounts the Company has previously reported are now presented as “Net loss
attributable to Shopoft Properties Trust, Inc.”” and, earnings per share continues to reflect amounts attributable
only to the Company. Similarly, in the presentation of shareholders’ equity, the Company distinguishes
between equity amounts attributable to the Company’s stockholders and amounts attributable to the noncon-
trolling interests — previously classified as minority interest outside of stockholders’ equity. Increases and
decreases in the Company’s controlling financial interests in consolidated subsidiaries will be reported in
equity similar to treasury stock transactions. If a change in ownership of a consolidated subsidiary results in
loss of control and deconsolidation, any retained ownership interests are remeasured with the gain or loss
reported in net earnings.

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (“FASB”’) issued SFAS No. 168, The FASB
Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles, a replace-
ment of FASB Statement No. 162 (“SFAS 168). Under SFAS 168, The FASB Accounting Standards
Codification (““Codification”) became the source of authoritative GAAP recognized by the FASB to be applied
by nongovernmental entities. Rules and interpretive releases of the SEC under authority of federal securities
laws are also sources of authoritative GAAP for SEC registrants. On July 1, 2009, the Codification superseded
all then-existing non-SEC accounting and reporting standards for nongovernmental entities. All nongrandfa-
thered non-SEC accounting literature not included in the Codification became nonauthoritiative at that time.
SFAS 168 is effective for interim and annual periods ended after September 15, 2009. The adoption of SFAS
168 did not have a significant impact on the Company’s consolidated financial statements.

In May 2009, FASB issued Statement of Financial Accounting Standards No. 165, Subsequent Events
(““SFAS 165’), which was incorporated into the FASB Codification 855-10, Subsequent Events — Overall
(““FASB ASC 855-10”). FASB ASC 855-10, which is effective for interim and annual periods ending after
June 15, 2009, establishes general standards of and accounting for and disclosure of events that occur after the
balance sheet date but before financial statements are issued or are available to be issued. The adoption of
FASB ASC 855.10 did not have an impact on the Company’s consolidated financial statements.
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Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force),
the AICPA, and the SEC did not or are not believed by management to have a material impact on our present
or future consolidated financial statements.

Subsequent Events

Mesquite Venture I, LLC Note Receivable

On March 4, 2010, Mesquite Venture I, LLC paid SPT Real Estate Finance a negotiated $40,000, repre-
senting (i) the past due loan fee payments of $10,000 each due on October 1, 2009 and January 1, 2010,
(ii) the April 1, 2010 payment of $10,000, and (iii) $10,000 for attorney’s fees incurred by SPT Real Estate
Finance due to non-payment on behalf of Mesquite Venture I, LLC. Mesquite Venture I, LLC was then
deemed reinstated by SPT Real Estate Finance. See Note 3 of the notes to consolidated financial statements.

Sale of Real Estate Property

On December 8, 2009, an affiliate of the Company, SPT-Lake Elsinore Holding Co., LLC, (“‘Seller”’)
executed a Purchase and Sale and Escrow Agreement for the sale of the Wasson Canyon Project, purchased on
April 17, 2008 from MS Rialto Wasson Canyon CA, LLC, to D. R. Horton Los Angeles Holding Company
Inc., (“Buyer”) a California corporation. The contract price was $2,750,000.

On January 20, 2010, Seller and Buyer entered into a certain First Amendment to Purchase and Sale
Agreement and Joint Escrow Instructions (the “First Amendment’). Pursuant to the First Amendment, if the
City of Lake Elsinore, the County of Riverside, or other governmental agency reduces the actual fee amounts
payable by Buyer to less than the expected fee amounts as detailed in Exhibit A of the First Amendment, then
Buyer will pay Seller an amount for each lot equal to the difference between the actual fee amounts payable
by Buyer and the expected fee amounts for such lot.

On February 3, 2010, in addition to a sales price reduction from $2,750,000 to $2,231,775, Buyer and
Seller executed a participation agreement in which Buyer agreed to pay to Seller, fifty percent (50%) of any
gross profit that exceeds a twenty four percent (24%) gross profit margin on the sale of units to be developed
on the lots purchased by the Buyer.

Pursuant to the Sale Agreement, the Buyer did not assume the Seller’s obligation to replace existing
subdivision improvement agreements (the “SIA’s’) and related bonds (the “Bonds’’) which the Seller agreed
to replace when seller originally purchased the property on April 17, 2009 from MS Rialto Wasson Canyon
CA, LLC. The transaction closed February 3, 2010.

Extension of Notes Payable

On March 5, 2010 our affiliate SPT-Lake Elsinore Holding Co., LLC, executed an extension on an exist-
ing $2,900,000 secured promissory note with TSG Little Valley, L.P. A one year extension of the maturity date
was granted to SPT-Lake Elsinore Holding Co., LLC by TSG Little Valley, L.P. in exchange for a principal
pay down of at least $500,000 on or before the original maturity date of November 6, 2010 and a two percent
increase in the original interest rate beginning on the original maturity date of November 6, 2010. As of the
date of this prospectus, Buyer has made a $991,584 principal reduction on this secured promissory note.

On March 11, 2010 our affiliate SPT AZ Land Holdings, LLC, executed an extension on an existing
$2,000,000 secured promissory note with AZPro Development Inc. A one year extension of the maturity date
was granted to SPT AZ Land Holdings, LLC by AZPro Development Inc. in exchange for a principal pay
down of $500,000 on or before the original maturity date of July 31, 2010 and a two percent increase in the
original interest rate beginning on the original maturity date of July 31, 2010.

Other

Subsequent to December 31, 2009 and through March 29, 2009, we sold and accepted $76,950 of gross
offering proceeds to purchase 8,100 shares of our common stock which includes $59,850 of subscribed stock
(6,300 shares) included in the consolidated financial statements as of December 31, 2009.

Subsequent to December 31, 2009 and through March 29, 2009, organization and offering costs totaling
approximately $34,985 were incurred by the Advisor and its affiliates on behalf of us.
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STOCK OWNERSHIP

The following table shows, as of December 31, 2009, the amount of our common stock beneficially

owned by: (1) any person who is known by us to be the beneficial owner of more than 5% of the outstanding
shares of common stock; (2) our directors; (3) our executive officers; and (4) all of our directors and executive
officers as a group. The percentage of common stock beneficially owned is based on the total of 2,067,250
shares of our common stock outstanding, including 173,750 shares of restricted stock and 16,400 vested stock
options, as of December 31, 2009. There is no established public trading market for our shares of common

stock.

Number of

Shares of

Common

Stock

Beneficially Percentage of
Name and Address of Beneficial Owner" Owned? Class
TSG Little Valley, L.P., greater than 5% shareholder . .. ................ 380,500 18.41%
Gerald S. Lindenmuth, greater than 5% shareholder. . . .. ......... ... ... 288,600 13.96%
Edward J. Fitzpatrick, Executive Vice President and Director™® . ... ... ... .. 75,000 3.63%
Tim McSunas, Chief Investment Officer™ . .. ... ... ... . . . ... .. . . . ... 55,000 2.66%
Kevin M. Bridges, Chief Financial Officer, Corporate Secretary, and Director® 26,150 1.26%
William A. Shopoff, President and Chief Executive Officer and Director® . ... 21,100 1.02%
Patrick Meyer, Director™ . . . . 5,875 *
Glenn Patterson, Director®™ . . . . . . 5,875 *
Stuart McManus, Director™ . . . . . . 5,750 *
Melanie Barnes, Director'™ . . ... ... 5,750 *
Jeffrey W. Shopoff, Director™ . .. ....... ... .. .. ... .. ... .. ... ..., 5,750 *
Kerry Vandell, Director™ . . . 5,000 *
All Named Executive Officers and Directors as a Group (9 persons). . .. ... .. 211,250 10.22%

%

ey

2

3

“

&)

Represents less than 1% ownership.

The address of each person listed is c/o Shopoft Properties Trust, Inc., 8951 Research Drive, Irvine,
California 92618.

Under Securities and Exchange Commission’s rules, a person is deemed to be a “beneficial owner™ of a
security if that person has or shares ‘““voting power,”” which includes the power to vote or to direct the
voting of such security, or “investment power,”” which includes the power to dispose of or to direct the
disposition of such security. A person also is deemed to be a beneficial owner of any securities which
that person has the right to acquire within sixty (60) days. Under these rules, more than one person may
be deemed to be a beneficial owner of the same securities and a person may be deemed to be a beneficial
owner of securities in which he or she has no economic or pecuniary interest.

Includes shares of restricted stock granted under the 2007 equity incentive plan as of August 29, 2008,
the date we reached the minimum offering. Forfeiture conditions lapse with respect to one-fifth of the
restricted stock on each anniversary of the date of grant.

Represents 21,100 shares of common stock owned directly by our sponsor. William A. Shopoff, President
and Chief Executive Officer of our sponsor, may be deemed to be the beneficial owner of these shares of
common stock.

Includes shares of restricted stock granted under the 2007 equity incentive plan as of August 29, 2008,
the date we reached the minimum offering. Forfeiture conditions lapse with respect to one-fourth of the
restricted stock on each anniversary of the date of grant.
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DESCRIPTION OF CAPITAL STOCK

General

The following summary description of our capital stock does not purport to be complete. For a complete
description, we refer you to the Maryland General Corporation Law, our charter and our bylaws, which are
filed as exhibits to the registration statement of which this prospectus is a part. Copies of our charter and
bylaws are available upon request. The following summary description describes our charter and bylaws that
will be effective upon consummation of this offering.

Our charter provides that we may issue up to 200,000,000 shares of our common stock, par value
$0.01 per share. Following completion of this offering, shares of our common stock will be issued and out-
standing, and no shares of our preferred stock will be issued and outstanding. Under Maryland law, our
stockholders are not generally liable for our debts or obligations.

Voting Rights of Common Stock

Subject to the provisions of our charter regarding restrictions on the transfer and ownership of shares of
common stock, each outstanding share of common stock will entitle the holder to one vote on all matters
submitted to a vote of stockholders, including the election of directors, and, except as provided with respect to
any other class or series of shares of our stock, the holders of our common stock will possess the exclusive
voting power. There will be no cumulative voting in the election of directors, which means that the holders of
a majority of the outstanding shares of our common stock, voting as a single class, may elect all of the direc-
tors then standing for election. Under Maryland law, a Maryland corporation generally cannot dissolve, amend
its charter, merge, sell all or substantially all of its assets, or engage in a share exchange or engage in similar
transactions outside the ordinary course of business unless approved by the affirmative vote of stockholders
holding at least two-thirds of the shares entitled to vote on the matter, unless a lesser percentage (but not less
than a majority of all the votes entitled to be cast on the matter) is set forth in the corporation’s charter.
Subject to certain exceptions, our charter provides for approval by a majority of all the votes entitled to be
cast on the matter for the matters described in the preceding sentence. Maryland law also does not require
approval of a parent corporation to merge and sell all or substantially all of the assets of a subsidiary entity.
Because operating assets may be held by a corporation’s subsidiaries, as in our situation, this may mean that a
subsidiary may be able to merge or sell all or substantially all of its assets without a vote of our stockholders.

Dividends, Liquidation and Other Rights

All shares of our common stock offered by this prospectus have been duly authorized and, upon issuance
in exchange for the purchase price thereof, will be fully paid and nonassessable. Holders of shares of our
common stock will be entitled to receive dividends when authorized by our board of directors and declared by
us out of assets legally available for the payment of dividends. They also will be entitled to share ratably in
our assets legally available for distribution to our stockholders in the event of our liquidation, dissolution or
winding up, after payment of or adequate provision for all of our known debts and liabilities. These rights will
be subject to the preferential rights of any other class or series of our stock and to the provisions of our
charter regarding restrictions on transfer and ownership of our stock.

Holders of shares of our common stock have no appraisal, preference, conversion, exchange, sinking fund
or redemption rights and have no preemptive rights to subscribe for any of our securities. Subject to the
restrictions on transfer of capital stock contained in our charter and to the ability of the board of directors to
create shares of common stock with differing voting rights, all shares of common stock will have equal divi-
dend, liquidation and other rights.

Preferred Stock and Power to Reclassify Shares of Our Common Stock

Our charter authorizes our board of directors to reclassify any unissued shares of our common stock into
preferred stock, to classify any unissued shares of our common stock or preferred stock and to reclassify any
previously classified but unissued shares of any series of our preferred stock previously authorized by our
board of directors. The issuance of any preferred stock must be approved by a majority of our independent
directors who do not have an interest in the transaction. Prior to issuance of shares of each class or series of
preferred stock, our board of directors is required by Maryland law and our charter to fix, subject to our
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charter restrictions on transfer and ownership, the terms, preferences, conversion or other rights, voting pow-
ers, restrictions, limitations as to dividends or other distributions, qualifications and terms or conditions of
redemption for each class or series. Thus, our board could authorize the issuance of shares of common stock
or preferred stock with terms and conditions that could have the effect of delaying, deferring or preventing a
transaction or a change of control that might involve a premium price for you or otherwise be in your best
interest. As of the completion of this offering, no shares of our preferred stock will be outstanding and we
have no present plans to issue any preferred stock.

Power to Issue Additional Shares of Our Common Stock and Preferred Stock

Our board of directors, with the approval of a majority of the directors and without any action by stock-
holders, may also 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. We
believe that the power of our board of directors 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 or to classify or
reclassify unissued shares of our common stock or preferred stock and thereafter to cause us to issue such
classified or reclassified shares of stock provides us with increased flexibility in structuring possible future
financings and acquisitions and in meeting other needs which might arise. The additional classes or series, as
well as our common stock, are available for issuance without further action by our stockholders, unless stock-
holder action is required by applicable law or the rules of any stock exchange or automated quotation system
on which our securities may be listed or traded. Although our board of directors has no intention at the
present time of doing so, it could authorize us to issue a class or series that could, depending upon the terms
of such class or series, delay, defer or prevent a transaction or a change in control of us that might involve a
premium price for holders of our common stock or otherwise be in your best interest.

Restrictions on Ownership and Transfer

In order to qualify as a REIT under the federal tax laws, we must meet several requirements concerning
the ownership of our outstanding capital stock. Specifically, no more than 50% in value of our outstanding
capital stock may be owned, directly or indirectly, by five or fewer individuals, as defined in the federal
income tax laws to include specified private foundations, employee benefit plans and trusts, and charitable
trusts, during the last half of a taxable year, other than our first REIT taxable year. Moreover, 100 or more
persons must own our outstanding shares of capital stock during at least 335 days of a taxable year of
12 months or during a proportionate part of a shorter taxable year, other than our first REIT taxable year.

Because our board of directors believes it is essential for us to qualify and continue to qualify as a REIT
and for other corporate purposes, our charter, subject to the exceptions described below, provides that no
person may own, or be deemed to own by virtue of the attribution provisions of the federal income tax laws,
more than 9.8% of:

e the value of outstanding shares of our capital stock; or
e the value or number (whichever is more restrictive) of outstanding shares of our common stock.

Our charter provides that, subject to the exceptions described below, any transfer of capital stock that
would:

e result in any person owning, directly or indirectly, shares of our capital stock in excess of the fore-
going ownership limitations;

e result in our capital stock being owned by fewer than 100 persons, determined without reference to
any rules of attribution;

e result in us being “‘closely held” under the federal income tax laws;

e cause us to own, actually or constructively, 9.8% or more of the ownership interests in a tenant of
our real property, under the federal income tax laws; or

e Dbefore our shares constitute a class of “publicly-offered securities,” result in 25% or more of our
shares being owned by ERISA investors;
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will be null and void, with the intended transferee acquiring no rights in such shares of stock, and result in
such shares being designated as shares-in-trust and transferred automatically to a trust effective on the day
before the purported transfer of such shares. The record holder of the shares that are designated as shares-in-
trust, or the prohibited owner, will be required to allow us to register such shares in the name of the trust. We
will designate the trustee, but he will not be affiliated with us. The beneficiary of the trust will be one or more
charitable organizations that are named by us.

Shares-in-trust will remain shares of issued and outstanding capital stock and will be entitled to the same
rights and privileges as all other stock of the same class or series. The trust will receive all dividends and
distributions on the shares-in-trust and will hold such dividends or distributions in trust for the benefit of the
beneficiary. The trust will vote all shares-in-trust. The trust will designate a permitted transferee of the shares-
in-trust, provided that the permitted transferee purchases such shares-in-trust for valuable consideration and
acquires such shares-in-trust without such acquisition resulting in a transfer to another trust.

Our charter requires that the prohibited owner of the shares-in-trust pay to the trust the amount of any
dividends or distributions received by the prohibited owner that are attributable to any shares-in-trust when the
record date for which was on or after the date that such shares of stock became shares-in-trust. The prohibited
owner generally will receive from the trust the lesser of:

e the price per share paid for the shares of capital stock that were designated as shares-in-trust or, in
the case of a gift or devise, the market price per share on the date of such transfer; or

*  the price per share received by the trust from the sale of such shares-in-trust.

The trust will distribute to the beneficiary any amounts received by the trust in excess of the amounts to
be paid to the prohibited owner.

The shares-in-trust will be deemed to have been offered for sale to us, or our designee, at a price per
share equal to the lesser of:

e the price per share paid in the transaction that created such shares-in-trust or, in the case of a gift or
devise, the market price per share on the date of such transfer; or

*  the market price per share on the date that we, or our designee, accepts such offer.

We will have the right to accept such offer for a period of 90 days after the later of the date of the
purported transfer which resulted in such shares-in-trust or the date we determine in good faith that a pur-
ported transfer resulting in such shares-in-trust occurred.

“Market price” on any date means the average of the closing prices for the five consecutive trading days
ending on such date. The “closing price” refers to the last quoted price as reported by the primary securities
exchange or market on which our stock is then listed or quoted for trading. If our stock is not so listed or
quoted at the time of determination of the market price, our board of directors will determine the market price
in good faith.

If you acquire or attempt to acquire shares of our capital stock in violation of the foregoing restrictions,
or if you owned shares of common stock that were transferred to a trust, then we will require you immedi-
ately to give us written notice of such event and to provide us with such other information as we may request
in order to determine the effect, if any, of such transfer on our status as a REIT.

If you own, directly or indirectly, more than 5%, or such lower percentages as required under the federal
income tax laws, of our outstanding shares of stock, then you must, within 30 days after January 1 of each
year, provide to us a written statement or affidavit stating your name and address, the number of shares of
capital stock owned directly or indirectly, and a description of how such shares are held. In addition, each
direct or indirect stockholder shall provide to us such additional information as we may request in order to
determine the effect, if any, of such ownership on our status as a REIT and to ensure compliance with the
ownership limit.
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The ownership limit generally will not apply to the acquisition of shares of capital stock by an under-
writer that participates in a public offering of such shares or by Shopoft Advisors. In addition, our board of
directors, upon receipt of a ruling from the Internal Revenue Service or an opinion of counsel and upon such
other conditions as our board of directors may direct, may exempt a person from the ownership limit. How-
ever, the ownership limit will continue to apply until our board of directors determines that it is no longer in
our best interests to attempt to qualify, or to continue to qualify, as a REIT.

Any certificates representing our common stock will bear a legend referring to the restrictions described
above.

The ownership limit in our charter may have the effect of delaying, deferring or preventing a takeover or
other transaction or change in control of us that might involve a premium price for your shares or otherwise
be in your interest as a stockholder.

Share Redemptions

We do not have a share redemption program. Accordingly, we have not redeemed any shares of our
common stock and we received no formal requests to do so in 2009.
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IMPORTANT PROVISIONS OF MARYLAND GENERAL
CORPORATION LAW AND OUR CHARTER AND BYLAWS

The following is a summary of some important provisions of Maryland law in effect as of the date of this
prospectus and our charter and our bylaws that will become effective upon consummation of this offering,
copies of which may be obtained from us by contacting us at the address indicated on page xvi.

Our Charter and Bylaws

Stockholder rights and related matters are governed by the MGCL and our charter and bylaws. Our board
of directors, including our independent directors, unanimously approved our charter and bylaws. Any subse-
quent amendment to our charter requires the affirmative vote of a majority of our outstanding shares, except
that amendments to the provisions of our charter relating to the removal of directors are required to be
approved by our stockholders by the affirmative vote of at least two-thirds of all votes entitled to be cast on
the matter. Our bylaws provide that our board of directors has the exclusive power, by the affirmative vote of
a majority of our directors to adopt, alter or repeal any provision of the bylaws or to make new bylaws.
Provisions of our charter and bylaws, which are summarized below, may make it more difficult to change the
composition of our board of directors and may discourage or make more difficult any attempt by a person or
group to obtain control of us.

Stockholders’ Meetings

An annual meeting of our stockholders will be held each year, at least 30 days after the delivery of our
annual report, upon reasonable notice for the purpose of electing directors and for the transaction of such
other business as may properly come before the meeting. A special meeting of our stockholders may be called
in the manner provided in the bylaws, including by the president or a majority of our board of directors or a
majority of the independent directors, and will be called by the president upon written request of stockholders
holding in the aggregate at least a majority of the outstanding shares. Upon receipt of a written request, either
in person or by mail, stating the purpose(s) of the meeting, we will provide all stockholders, within 10 days
after receipt of this request, written notice, either in person or by mail, of a meeting and the purpose of such
meeting to be held on a date not less than 15 nor more than 60 days after the distribution of such notice, at a
time and place specified in the request, or if none is specified, at a time and place convenient to our stock-
holders. At any meeting of the stockholders, each stockholder is entitled to one vote for each share owned of
record on the applicable record date. In general, the presence in person or by proxy of a majority of the
outstanding shares entitled to be cast at the meeting constitutes a quorum, and the majority of all the votes
cast at the meeting by our stockholders is sufficient to approve any matter which properly comes before the
meeting.

Our Board of Directors

Our bylaws provide that the number of directors may be established, increased or decreased by our board
of directors but may not be fewer than three. Any vacancy on our board may be filled only by a majority of
the remaining directors, even if such a majority constitutes fewer than a quorum. Our bylaws provide that a
majority of our board of directors must be independent directors.

Pursuant to our charter, our board of directors will be divided into five classes of directors. Beginning in
2007, directors of each class will be chosen for five-year terms upon the expiration of their current terms and
each year one class of our directors will be elected by our stockholders. The initial terms of the first, second,
third, fourth and fifth classes expired or will expire in 2008, 2009, 2010, 2011 and 2012, respectively. We
believe that classification of our board of directors will help to assure the continuity and stability of our
business strategies and policies as determined by our board of directors. Holders of shares of our common
stock will not have the right to cumulative voting in the election of directors. Consequently, at each annual
meeting of stockholders, the holders of a majority of the shares of our common stock will be able to elect all
of the successors of the class of directors whose terms expire at that meeting.

129



The classified board provision could have the effect of making the replacement of incumbent directors
more time consuming and difficult. At least three annual meetings of stockholders, instead of one, will gener-
ally be required to effect a change in a majority of our board of directors. Thus, the classified board provision
could increase the likelihood that incumbent directors will retain their positions. The staggered terms of direc-
tors may delay, defer or prevent a tender offer or a change of control of us, even though a tender offer or
change of control might be in the best interest of our stockholders.

Our charter provides that a director may be removed at any meeting of stockholders called expressly, but
not necessarily, for that purpose by the affirmative vote of a majority of the outstanding shares. Also, we have
elected in our bylaws to be subject to certain provisions of Maryland law that provide that the right to fill
vacancies on our board of directors is vested exclusively in our board of directors. This provision will prevent
our stockholders, even if they are successful in removing incumbent directors from filling the vacancies
created by such removal with their own nominees.

Fiduciary Duties

Shopoff Advisors and directors are deemed to be in a fiduciary relationship to us and our stockholders
and our directors have a fiduciary duty to the stockholders to supervise our relationship with the advisor.

Limitation on Organizational and Offering Expenses

The total organizational and offering expenses that we will pay in connection with our formation and the
offering and sale of shares of our common stock will be reasonable, and in any event, will not exceed an
amount equal to 15% of the gross proceeds raised in this offering.

Limitation of Liability and Indemnification

Maryland law permits us to include in our charter a provision limiting the liability of our directors and
officers to us and our stockholders for money damages, except for liability resulting from (a) actual receipt of
an improper benefit or profit in money, property or services or (b) active and deliberate dishonesty established
by judgment or other final adjudication and which is material to the cause of action.

Maryland law permits a corporation to indemnify its present and former directors and officers, among
others, against judgments, penalties, fines, settlements and reasonable expenses actually incurred by them in
connection with any proceeding to which they may be made a party by reason of their service in those or
other capacities unless it is established that:

e the act or omission of the director or officer was material to the matter giving rise to the proceeding
and (1) was committed in bad faith or (2) was the result of active and deliberate dishonesty, or

* the director or officer actually received an improper personal benefit in money, property or services,
or

e in the case of any criminal proceeding, the director or officer had reasonable cause to believe that
the act or omission was unlawful.

However, a Maryland corporation may not indemnify for an adverse judgment in a suit by or in the right
of the corporation or for a judgment of liability on the basis that personal benefit was improperly received,
unless in either case a court orders indemnification and then only for expenses.

Our charter provides that none of our directors or officers will be liable to our company or our stockhold-
ers for money damages and that we will indemnify and pay or reimburse reasonable expenses in advance of
the final disposition of a proceeding to our directors, our officers, our advisor, our advisor’s affiliates and any
individual who, while our director or officer at our request, served as a director, trustee, partner or officer of
another corporation, partnership, joint venture, trust, employee benefit plan or other enterprise for losses they
may incur by reason of their service in those capacities; provided, however, we will not indemnify or hold
harmless our directors, our officers, our advisor or our advisor’s affiliates unless all of the following conditions
are met:

e the party was acting on behalf of or performing services on the part of our company;
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our directors, our officers, our advisor or our advisor’s affiliates have determined, in good faith, that
the course of conduct which caused the loss or liability was in the best interests of our company;

such indemnification or agreement to be held harmless is recoverable only out of our net assets and
not from our stockholders; and

such liability or loss was not the result of:

e negligence or misconduct by our officers or directors (other than the independent directors) or
our advisor or their affiliates; or

e gross negligence or willful misconduct by the independent directors.

The Securities and Exchange Commission takes the position that indemnification against liabilities arising
under the Securities Act of 1933 is against public policy and unenforceable. Furthermore, our charter prohibits
us from indemnifying our directors, Shopoff Advisors or its affiliates or broker-dealers for liabilities arising
from or out of a violation of state or federal securities laws, unless one or more of the following conditions

are met:

there has been a successful determination on the merits of each count involving alleged securities
law violations as to the party seeking indemnification;

such claims have been dismissed with prejudice on the merits by a court of competent jurisdiction as
to the party seeking indemnification; or

a court of competent jurisdiction approves a settlement of the claims against the party seeking
indemnification and finds that indemnification of the settlement and related costs should be made
and the court considering the request has been advised of the position of the Securities and
Exchange Commission and of the published opinions of any state securities regulatory authority in
which shares of our stock were offered and sold as to indemnification for securities law violations.

We may advance amounts to persons entitled to indemnification for reasonable expenses and costs
incurred as a result of any proceeding for which indemnification is being sought in advance of a final disposi-
tion of the proceeding only if all of the following conditions are satisfied:

the legal action relates to acts or omissions with respect to the performance of duties or services by
the indemnified party for or on behalf of our company;

the legal action is initiated by a third party who is not a stockholder of our company or the legal
action is initiated by a stockholder of our company acting in his or her capacity as such and a court
of competent jurisdiction specifically approves such advancement;

the party receiving such advances furnishes our company with a written statement of his or her good
faith belief that he or she has met the standard of conduct described above; and

the indemnified party receiving such advances furnishes to our company a written undertaking,
personally executed on his or her behalf, to repay the advanced funds to our company, together with
the applicable legal rate of interest thereon, if it is ultimately determined that he or she did not meet
the standard of conduct described above.

Authorizations of payments will be made by a majority vote of a quorum of disinterested directors.

Also, our board of directors may cause us to indemnify or contract to indemnify any person not specified
above who was, is, or may become a party to any proceeding, by reason of the fact that he or she is or was
an employee or agent of us, or is or was serving at the request of us as a director, officer, employee or agent
of another corporation, partnership, joint venture, trust, employee benefit plan or other enterprise, to the same
extent as if such person were specified as one whom indemnification is granted as described above. Any
determination to indemnify or contract to indemnify will be made by a majority vote of a quorum consisting
of disinterested directors.

We may purchase and maintain insurance to indemnify such parties against the liability assumed by them
in accordance with our charter.
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The indemnification provided in our charter is not exclusive of any other right to which any person may
be entitled, including any right under policies of insurance that may be purchased and maintained by us or
others, with respect to claims, issues or matters in relation to which we would not have obligation or right to
indemnify such person under the provisions of our charter.

Defenses Available

There are defenses available to our directors and officers under Maryland corporate law in the event of a
stockholder action against them. A director or officer may contend that he or she performed the action giving
rise to the stockholder’s action in good faith, in a manner he or she reasonably believed to be in our best
interests and with the care that an ordinarily prudent person in a like position under similar circumstances
would have used. The directors and officers also are entitled to rely on information, opinions, reports or
statements prepared by an officer or employee of us whom the director reasonably believes to be reliable and
competent in the matters presented or experts, including lawyers, certified public accountants, and other
persons, which the director reasonably believes to be within the person’s professional or expert competence or
a committee of the board of directors on which the director does not serve as to a matter within its designated
authority so long as the director has a reasonable belief that the committee merits its confidence.

Inspection of Books and Records

Shopoff Advisors will keep, or cause to be kept, on our behalf, full and true books of account on an
accrual basis of accounting, in accordance with U.S. generally accepted accounting principles. We will main-
tain at all times at our principal office all of our books of account, together with all of our other records,
including a copy of our charter.

Any stockholder or his or her agent will be permitted access to all of our records at all reasonable times,
and may inspect and copy any of them. We will permit the official or agency administering the securities laws
of a jurisdiction including, without limitation, the Texas State Securities Board, to inspect our books and
records upon reasonable notice and during normal business hours. As part of our books and records, we will
maintain an alphabetical list of the names, addresses and telephone numbers of our stockholders along with
the number of shares held by each of them. We will make the stockholder list available for inspection by any
stockholder or his or her agent at our principal office upon the request of the stockholder.

We will update, or cause to be updated, the stockholder list at least quarterly to reflect changes in the
information contained therein.

We will mail a copy of the stockholder list to any stockholder requesting the stockholder list within
ten days of the request, subject to verification of the purpose for which the list is requested, as discussed
below. The copy of the stockholder list will be printed in alphabetical order, on white paper, and in a readily
readable type size. We may impose a reasonable charge for copy work incurred in reproducing the stockholder
list.

The purposes for which a stockholder may request a copy of the stockholder list include, without limita-
tion, matters relating to stockholders’ voting rights and the exercise of stockholders’ rights under federal proxy
laws.

If Shopoff Advisors or our board of directors neglects or refuses to exhibit, produce or mail a copy of the
stockholder list as requested, Shopoff Advisors and our board of directors will be liable to any stockholder
requesting the list for the costs, including attorneys’ fees, incurred by that stockholder for compelling the
production of the stockholder list, and for actual damages suffered by any stockholder by reason of such
refusal or neglect. It will be a defense that the actual purpose and reason for the requests for inspection or for
a copy of the stockholder list is to secure such list of stockholders or other information for the purpose of
selling such list or copies thereof, or of using the same for a commercial purpose other than in the interest of
the applicant as a stockholder relative to our affairs. We may require that the stockholder requesting the
stockholder list represent that he or she is not requesting the list for a commercial purpose unrelated to the
stockholder’s interests in us and that he or she will not make any commercial distribution of such list or the
information disclosed through such inspection. These remedies are in addition to, and will not in any way
limit, other remedies available to stockholders under federal law, or the laws of any state.

132



The list may not be sold for commercial purposes.

Restrictions on Roll-Up Transactions

In connection with a proposed “roll-up transaction,” which, in general terms, is any transaction involving
the acquisition, merger, conversion or consolidation, directly or indirectly, of us and the issuance of securities
of an entity that would be created or would survive after the successful completion of the roll-up transaction,
we will obtain an appraisal of all of our properties from an independent expert. In order to qualify as an
independent expert for this purpose, the person or entity must have no material current or prior business or
personal relationship with Shopoft Advisors or directors and must be engaged to a substantial extent in the
business of rendering opinions regarding the value of assets of the type held by us. Our properties will be
appraised on a consistent basis, and the appraisal will be based on the evaluation of all relevant information
and will indicate the value of our properties as of a date immediately prior to the announcement of the pro-
posed roll-up transaction. The appraisal will assume an orderly liquidation of properties over a 12-month
period. The terms of the engagement of such independent expert will clearly state that the engagement is for
the benefit of us and our stockholders. We will include a summary of the independent appraisal, indicating all
material assumptions underlying the appraisal, in a report to the stockholders in connection with a proposed
roll-up transaction.

In connection with a proposed roll-up transaction, the person sponsoring the roll-up transaction must offer
to stockholders who vote against the proposal a choice of:

e accepting the securities of the entity that would be created or would survive after the successful
completion of the roll-up transaction offered in the proposed roll-up transaction; or

e one of the following:

e remaining our stockholders and preserving their interests in us on the same terms and conditions as
existed previously; or

e receiving cash in an amount equal to the stockholder’s pro rata share of the appraised value of our
net assets.

We are prohibited from participating in any proposed roll-up transaction:

e which would result in the stockholders having voting rights in the entity that would be created or
would survive after the successful completion of the roll-up transaction that are less than those
provided in our charter, including rights with respect to the election and removal of directors, annual
reports, annual and special meetings, amendment of the charter, and dissolution of us;

e which includes provisions that would operate as a material impediment to, or frustration of, the
accumulation of shares by any purchaser of the securities of the entity that would be created or
would survive after the successful completion of the roll-up transaction, except to the minimum
extent necessary to preserve the tax status of such entity, or which would limit the ability of an
investor to exercise the voting rights of its securities of the entity that would be created or would
survive after the successful completion of the roll-up transaction on the basis of the number of
shares held by that investor;

e in which our stockholder’s rights to access of records of the entity that would be created or would
survive after the successful completion of the roll-up transaction will be less than those provided in
our charter and described in “Inspection of Books and Records,” above; or

e in which we would bear any of the costs of the roll-up transaction if our stockholders do not
approve the roll-up transaction.

Anti-Takeover Provisions of the MGCL

The following paragraphs summarize some provisions of Maryland law and our charter and bylaws which
may delay, defer or prevent a transaction or a change of control of us that might involve a premium price for
our stockholders.
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Business Combinations

Under the MGCL, certain ‘“‘business combinations” (including a merger, consolidation, share exchange
or, in certain circumstances, an asset transfer or issuance or reclassification of equity securities) between a
Maryland corporation and an interested stockholder (defined as any person who beneficially owns 10% or
more of the outstanding voting stock of the corporation or 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) or an affiliate of such an interested
stockholder are prohibited for five years after the most recent date on which the interested stockholder
becomes an interested stockholder. 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. Thereafter, any such business combination must be recommended by the board of directors of such
corporation and approved by the affirmative vote of at least (a) 80% of the votes entitled to be cast by holders
of outstanding shares of voting stock of the corporation, voting together as a single voting group and
(b) 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, unless, among other conditions, the
corporation’s common stockholders receive a minimum price (as described in the MGCL) for their shares and
the consideration is received in cash or in the same form as previously paid by the interested stockholder for
its shares. These provisions of the MGCL do not apply, however, to business combinations that are approved
or exempted by a board of directors prior to the time that the interested stockholder becomes an interested
stockholder.

Pursuant to the statute, our board of directors has opted out of these provisions of the MGCL only with
respect to affiliates of us and, consequently, the five-year prohibition and the super-majority vote requirements
will not apply to business combinations between us and any affiliate of us. As a result, any affiliate who
becomes an interested stockholder may be able to enter into business combinations with us that may not be in
the best interest of our stockholders without compliance by us with the super-majority vote requirements and
the other provisions of the statute.

Control Share Acquisitions

The MGCL provides that “control shares” of a Maryland corporation acquired in a ‘“‘control share acqui-
sition”” have no voting rights except to the extent approved at a special meeting by the affirmative vote of
two-thirds of the votes entitled to be cast on the matter, excluding shares of stock in a corporation in respect
of which any of the following persons is entitled to exercise or direct the exercise of the voting power of
shares of stock of the corporation in the election of directors:

(1) a person who makes or proposes to make a control share acquisition,
(2) an officer of the corporation, or
(3) an employee of the corporation who is also a director of the corporation.

“Control shares’ are voting shares of stock which, if aggregated with all other such shares of stock
previously acquired by the acquiror or in respect of which the acquiror is able to exercise or direct the exer-
cise of voting power (except solely by virtue of a revocable proxy), would entitle the acquiror to exercise
voting power in electing directors within one of the following ranges of voting power:

(a) one-tenth or more but less than one-third,
(b) one-third or more but less than a majority, or
(c) a majority or more of all voting power.

Control shares do not include shares the acquiring person is then entitled to vote as a result of having
previously obtained stockholder approval. A “control share acquisition” means the acquisition of control
shares, subject to certain exceptions.
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A person who has made or proposes to make a control share acquisition, upon satisfaction of certain
conditions (including an undertaking to pay expenses), may compel our board of directors to call a special
meeting of stockholders to be held within 50 days of demand to consider the voting rights of the shares. If no
request for a meeting is made, the corporation may itself present the question at any stockholders meeting.

If voting rights are not approved at the meeting or if the acquiring person does not deliver an acquiring
person statement as required by the statute, then, subject to certain conditions and limitations, the corporation
may redeem any or all of the control shares (except those for which voting rights have previously been
approved) for fair value determined without regard to the absence of voting rights for the control shares, as of
the date of the last control share acquisition by the acquiror or of any meeting of stockholders at which the
voting rights of such shares are considered and not approved. If voting rights for control shares are approved
at a stockholders meeting and the acquiror becomes entitled to vote a majority of the shares entitled to vote,
all other stockholders may exercise appraisal rights. The fair value of the shares as determined for purposes of
such appraisal rights may not be less than the highest price per share paid by the acquiror in the control share
acquisition.

The control share acquisition statute does not apply to (a) shares acquired in a merger, consolidation or
share exchange if the corporation is a party to the transaction or (b) acquisitions approved or exempted by the
charter or bylaws of the corporation.

Article II, Section 2.11 of our bylaws contains a provision exempting from the control share acquisition
statute any and all acquisitions by any person of our stock. We cannot assure you that such provision will not
be amended or eliminated at any time in the future.

Maryland Unsolicited Takeovers Act

Subtitle 8 of Title 3 of the MGCL permits a Maryland corporation with a class of equity securities regis-
tered under the Securities Exchange Act of 1934 and at least three independent directors to elect to be subject,
by provision in its charter or bylaws or a resolution of its board of directors and notwithstanding any contrary
provision in the charter or bylaws, to any or all of five provisions:

o a classified board,
e two-thirds vote requirements for removing a director,
e arequirement that the number of directors be fixed only by vote of the directors,

e arequirement that a vacancy on the board be filled only by the remaining directors and for the
remainder of the full term of the directorship in which the vacancy occurred, and

* a majority requirement for the calling of a special meeting of stockholders.

Our independent directors will nominate replacements for vacancies amongst the independent directors’
positions. In addition to this, we intend, at such time as we are eligible, to make the election provided for
under Subtitle 8, to provide that vacancies on our board of directors, with respect to non-independent direc-
tors, may be filled only by the remaining directors and for the remainder of the full term of the directorship in
which the vacancy occurred. Through provisions in our charter and bylaws unrelated to Subtitle 8, we already
vest in our board of directors the exclusive power to fix the number of directorships.

Through provisions in our charter and bylaws unrelated to Subtitle 8, we already (a) have a classified
board, (b) vest in the board the exclusive power to fix the number of directorships and (c) require, unless
called by our chairman of our board of directors, our president or chief executive officer or our board of
directors, at the request of the holders of at least 10% of outstanding shares, to call for a special meeting.

Dissolution or Termination of Shopoff Properties Trust, Inc.

We may be dissolved under the MGCL at any time by the affirmative vote of a majority of our entire
board and a majority of our outstanding shares, or by a majority of our then-outstanding shares without the
necessity for concurrence by our board. If, before 10 years from the date of offering, August 29, 2017, our
common stock is not listed on a national securities exchange or quoted on a national market system or we
have not merged with an entity whose shares are so listed or quoted, we intend to submit for a vote of the
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stockholders at the next annual meeting a proposal to liquidate all of our properties in an orderly fashion and
distribute the net proceeds to our stockholders.

Transactions with Affiliates

We have established restrictions on dealings between us, Shopoff Advisors and any of their officers,
directors or affiliates in our charter and elsewhere. Under the MGCL, each director is required to discharge his
duties in good faith, in a manner reasonably believed to be in the best interests of us and with the care of an
ordinarily prudent person in a like position under similar circumstances. In addition, Maryland law provides
that a transaction between us and any of our directors or between us and any other corporation, firm or other
entity in which any of our directors is a director or has a material financial interest is not voidable solely
because of the common directorship or interest if:

e the fact of the common directorship or interest is disclosed to or known by the directors and the
transaction is authorized, approved or ratified by the disinterested directors even if the disinterested
directors constitute less than a quorum; or

e the fact of the common directorship or interest is disclosed to or known by our stockholders entitled
to vote and the transaction is authorized approved or ratified by the disinterested stockholders
entitled to vote; or

. the transaction is fair and reasonable to us.

Advance Notice of Director Nominations and New Business

Our bylaws provide that with respect to an annual meeting of stockholders, nominations of individuals
for election to the board of directors and the proposal of business to be considered by stockholders may be
made only (1) pursuant to our notice of the meeting, (2) by the board of directors or (3) by a stockholder who
is entitled to vote at the meeting and who has complied with the advance notice procedures of the bylaws.
With respect to special meetings of stockholders, only the business specified in our notice of the meeting may
be brought before the meeting. Nominations of individuals for election to the board of directors at a special
meeting may be made only (A) pursuant to our notice of the meeting, (B) by the board of directors, or
(C) provided that the board of directors has determined that directors will be elected at the meeting, by a
stockholder who is entitled to vote at the meeting and who has complied with the advance notice provisions
of the bylaws.

SHARES AVAILABLE FOR FUTURE SALE

All of the shares of common stock offered and sold by this prospectus to the public will be freely trad-
able under the federal securities laws, except shares held by our affiliates, such as officers and directors. We
may issue up to 20,100,000 shares to the public and up to 1,655,000 shares pursuant to our 2007 equity
incentive plan.

AGREEMENT OF LIMITED PARTNERSHIP

The following description of the Agreement of Limited Partnership for Shopoff Partners, a Delaware
limited partnership formed on November 17, 2006, is a summary of the provisions included in the Agreement
of Limited Partnership. Currently, Shopoff General Partner, LLC is the sole general partner, and we and
Shopoff Advisors are the limited partners of Shopoft Partners.

Management

Shopoff Partners has been organized as a Delaware limited partnership under the terms of the Agreement
of Limited Partnership. As the sole general partner of Shopoff Partners, we have full, exclusive and complete
responsibility and discretion in the management and control of it.
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Capital Contribution

We currently own substantially all of the limited partnership interests in Shopoff Partners. We will con-
tribute to Shopoftf Partners all the net proceeds of the offering as a capital contribution in exchange for
additional limited partnership interests. Shopoff Advisors owns a special limited partnership interest in
Shopoff Partners. Shopoff General Partner, LLC owns a 1% General Partnership interest in Shopoff Partners.
Shopoff Advisors has no voting rights by virtue of its special limited partner interest.

The Agreement of Limited Partnership provides that if Shopoff Partners requires additional funds at any
time or from time to time in excess of funds available to Shopoff Partners from borrowing or capital contribu-
tions, we may borrow such funds from a financial institution or other lender and lend such funds to
Shopoff Partners on the same terms and conditions as are applicable to our borrowing of such funds. Under
the Agreement of Limited Partnership, we generally will be obligated to contribute the proceeds of a securities
offering as additional capital to Shopoft Partners.

If we contribute additional capital to Shopoff Partners, we will revalue the assets of Shopoff Partners to
their fair market value, as determined by us, and the capital accounts of the partners will be adjusted to reflect
the manner in which the unrealized gain or loss inherent in such assets that has not been reflected in the
capital accounts previously would be allocated among the partners under the terms of the Agreement of
Limited Partnership as if there was a taxable disposition of such property for such estimated fair market value
on the date of the revaluation.

Distributions

Shopoff Advisors is a special limited partner of Shopoff Partners. As a special limited partner, Shopoff
Advisors will have no voting rights.

As the special limited partner, Shopoff Advisors is entitled to receive an incentive distribution equal to
50% of Distributable Cash (as defined below) after we have received distributions from Shopoff Partners in an
amount equal to:

. the stockholders’ invested capital; and
. a 10% annual, cumulative, non-compounded return on such capital.

Until such time as we receive such 10% return, Shopoff Advisors will not receive any incentive
distributions.

“Distributable Cash” means the sum of Disposition Proceeds, Distributable Cash From Operations, and
to the extent our board of directors so determines, Refinancing Proceeds.

“Disposition Proceeds” means (i) the net cash funds or proceeds (including unused property reserves
held at time of disposition) resulting from the sale or other disposition of Shopoff Partners’ assets, after deduc-
tion of the payment of all expenses incurred in connection therewith; plus (ii) all net cash proceeds
subsequently received on any installment payments on promissory notes and/or installment contracts held by
Shopoff Partners’ in connection with the sale or other disposition of Shopoff Partners’ assets after payment of
any underlying indebtedness related to the assets sold; less (iii) such amounts for reserves as Shopoff General
Partner deems reasonably necessary for future Shopoff Partners’ operations; and

“Distributable Cash From Operations” means the funds provided from Shopoft Partners’ operations, rent
payments, interest on the Shopoff Partners’ cash and short-term investments and excess operating reserves,
without deduction for non-cash expenses (such as cost recovery and amortization of imputed interest), but
after deducting cash funds used to pay all other expenses (including asset management fees), debt service,
replacements, and capital improvements, together with a reasonable allowance for contingencies and reserves
during the same period of time.

“Refinancing Proceeds” means (i) the net cash funds or proceeds resulting from the financing or refi-
nancing of, or any other borrowing secured by, Shopoff Partners’ assets, after deduction for the payment of all
expenses incurred in connection therewith; less (ii) such amounts for reserves as Shopoff General Partner
deems reasonably necessary for future Shopoff Partners’ operations.
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The Agreement of Limited Partnership provides that Shopoft Partners will distribute to its partners Dis-
tributable Cash periodically as determined by Shopoff General Partner in accordance with the percentage
interests of Shopoff General Partner and the limited partners of Shopoff Partners and the entitlement of
Shopoff Advisors. In its sole discretion, Shopoff General Partner will determine the amounts of such distribu-
tions. Shopoff Partners does not intend to maintain cash reserves to fund distributions.

The Distributable Cash will be distributed (a) first, 100% to us (directly as a limited partner and indi-
rectly through Shopoff General Partner) until we have received an amount equal to the sum of our
stockholders’ invested capital, and (b) second, to us, a 10% annual, cumulative, non-compounded return on
such capital. Thereafter, 50% of the remaining amount of Distributable Cash to us and 50% to Shopoff
Adpvisors. Until such time as we receive such 10% return, Shopoff Advisors will not receive any incentive
distributions.

Upon liquidation of Shopoft Partners, the proceeds of such liquidation shall be applied and distributed in
the order of priority and in the same manner as provided above after providing for the liabilities of Shopoff
Partners.

If the advisory agreement is terminated in connection with the listing of our common stock on a national
securities exchange, the advisory agreement provides that Shopoff Advisors may be entitled to receive com-
pensation pursuant to the “Subordinated Incentive Listing Fee” described under the heading ‘““Management
Compensation.”” Further, we may choose to redeem Shopoff Advisors’ interest as a special limited partner in
Shopoff Partners, or terminate the advisory agreement with Shopoff Advisors other than for material breach of
the advisory agreement, which may entitle it to receive cash, an interest bearing note, or if agreed by us and
Shopoff Advisors, shares of common stock of us or units of limited partnership interests in Shopoff Partners
equal to the amount that would be payable to the advisor pursuant to the “Subordinated Performance Fee”
described under the heading ‘“Management Compensation” if we liquidated all of our assets for their esti-
mated fair market value.

Operations

The Agreement of Limited Partnership requires that Shopoff Partners use its best efforts to be operated in
a manner that will enable us to satisfy the requirements for being classified as a REIT, to avoid any federal
income or excise tax liability imposed by the federal income tax laws, other than any federal income tax
liability associated with our retained capital gains, and to ensure that Shopoff Partners will not be classified as
a “publicly traded partnership” for purposes of the federal income tax laws.

In addition to the administrative and operating costs and expenses incurred by Shopoff Partners, Shopoff
Partners will pay all our administrative costs and expenses, including:

e all expenses relating to our formation and continuity of existence;
e all expenses relating to our public offering, including our organizational expenses;

e all expenses associated with the preparation and filing of any periodic reports under federal, state or
local laws or regulations;

e all expenses associated with compliance with laws, rules and regulations promulgated by any regula-
tory body;

e the actual cost of goods and services used by us and obtained from entities not affiliated with
Shopoff Advisors, other than acquisition expenses;

. interest and other costs for borrowed money, including discounts, points and other similar fees;
. taxes and assessments on income of us or our real estate assets;
e costs associated with insurance required in connection with our business or by our directors;

e expenses of managing and operating properties owned by us, payable to the property manager,
whether or not the property manager is an affiliate of us;
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e all compensation and expenses payable to the independent directors and all expenses payable to the
non-independent directors in connection with their services to the company and the stockholders and
their attendance at meetings of the directors and stockholders;

e expenses associated with a listing, if applicable, or with the issuance and distribution of our common
stock, such as fees, marketing and advertising expenses, taxes, legal and accounting fees, listing and
registration fees, and other organizational and offering expenses;

e expenses connected with distributions in cash or otherwise made or caused to be made by us to our
stockholders;

e expenses of amending, converting liquidating or terminating us or our charter;

e expenses of maintaining communications with stockholders, including the cost of preparation, print-
ing, and mailing annual and other stockholder reports, proxy statements and other reports required
by governmental entities;

e administrative services expenses (including personnel costs; provided, however, that no reimburse-
ment shall be made for costs of personnel to the extent that such personnel perform services in
transactions for which Shopoff Advisors receives a separate fee);

e transfer agent and registrar’s fees and charges paid to third parties; and
e audit, accounting, legal and other professional fees; and

e all other operating or administrative costs incurred by us in the ordinary course of business on
behalf of Shopoff Partners.

Term

Shopoff Partners will continue until August 29, 2017 or until dissolved upon our bankruptcy, dissolution
or withdrawal, unless the limited partners elect to continue Shopoff Partners; the sale or other disposition of
all or substantially all the assets of Shopoff Partners; or the election by the general partner.

Tax Matters

Under the Agreement of Limited Partnership, we will be the tax matters partner of Shopoff Partners and,
as such, will have authority to oversee tax audits and to make tax elections under the federal income tax laws
on behalf of Shopoff Partners.

FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the federal income tax issues that you, as a prospective stockholder, may con-
sider relevant. Because this section is a summary, it does not address all of the tax issues that may be
important to you. In addition, this section does not address the tax issues that may be important to stockhold-
ers that are subject to special treatment under the federal income tax laws, such as insurance companies,

tax-exempt organizations, except to the extent discussed in “— Taxation of Tax-Exempt Stockholders” below,
financial institutions or broker-dealers, and non-U.S. individuals and foreign corporations, except to the extent
discussed in “— Taxation of Non-U.S. Stockholders” below, among others.

The statements in this section are based on the current federal income tax laws governing qualification as
a REIT. We cannot assure you that new laws, interpretations thereof, or court decisions, any of which may
take effect retroactively, will not cause any statement in this section to become inaccurate.

We urge you to consult your own tax advisor regarding the specific tax consequences to you of investing
in our common stock and of our election to be taxed as a REIT. Specifically, you should consult your own tax
advisor regarding the federal, state, local, foreign, and other tax consequences of such investment and election,
and regarding potential changes in applicable tax laws.

139



Taxation of Shopoff Properties Trust, Inc.

We intend to first elect REIT status for tax year 2011. We believe that, commencing with such taxable
year, we will be organized and will operate in a manner so as to qualify as a REIT under the federal income
tax laws. We cannot assure you, however, that we will qualify or remain qualified as a REIT. This section
discusses the laws governing the federal income tax treatment of a REIT and its stockholders, which laws are
highly technical and complex.

Manatt, Phelps & Phillips, LLP has acted as tax counsel to us in connection with this offering. Manatt,
Phelps & Phillips, LLP, has issued an opinion letter to us concluding that we have been organized in confor-
mity with the requirements for qualification and taxation as a REIT and that our proposed method of operation
as described in this prospectus will enable us to meet the requirements for qualification and taxation as a
REIT under the Internal Revenue Code for our taxable year ending December 31, 2011, and thereafter. The
Manatt, Phelps & Phillips, LLP opinion is based solely on our representations with respect to factual matters
concerning our business operations and our properties. Manatt, Phelps & Phillips, LLP has not independently
verified these facts. In addition, our qualification as a REIT depends, among other things, upon our meeting
the requirements of Sections 856 through 860 of the Internal Revenue Code throughout each year. Accord-
ingly, because our satisfaction of such requirements will depend upon future events, including the final
determination of financial and operational results, no assurance can be given that we will satisfy the REIT
requirements during the taxable year that will end December 31, 2011, or in any future year.

Our REIT qualification depends on our ability to meet on a continuing basis several qualification tests set
forth in the federal tax laws. Those qualification tests involve the percentage of income that we earn from
specified sources, the percentage of our assets that fall within specified categories, the diversity of our share
ownership, and the percentage of our earnings that we distribute. We describe the REIT qualification tests, and
the consequences of our failure to meet those tests, in more detail below. Manatt, Phelps & Phillips, LLP will
not review our compliance with those tests on a continuing basis. Accordingly, neither we nor Manatt, Phelps
& Phillips, LLP can assure you that we will satisfy those tests.

If we qualify as a REIT, we generally will not be subject to federal income tax on the taxable income
that we distribute to our stockholders. The benefit of that tax treatment is that it avoids the ‘“‘double taxation,”
which means taxation at both the corporate and stockholder levels, that generally results from owning stock in
a corporation.

However, we will be subject to federal tax in the following circumstances:

e we will pay federal income tax on taxable income, including net capital gain, that we do not distrib-
ute to our stockholders during, or within a specified time period after, the calendar year in which the
income is earned;

e we may be subject to the ““alternative minimum tax”’ on any items of tax preference;

* we will pay income tax at the highest corporate rate on (1) net income from the sale or other dispo-
sition of property acquired through foreclosure (including foreign currency gain that is attributable to
otherwise permitted income from foreclosure property) that we hold primarily for sale to customers
in the ordinary course of business and (2) other non-qualifying income from foreclosure property;

e we will pay a 100% tax on our net income from sales or other dispositions of property, other than
foreclosure property, that we hold primarily for sale to customers in the ordinary course of business;

e if we fail to satisfy either the 75% gross income test or the 95% gross income test, as described
below under “— Requirements for Qualification — Income Tests,”” and nonetheless continue to
qualify as a REIT because we meet other requirements, we will pay a 100% tax on (1) the gross
income attributable to the greater of the amounts by which we fail the 75% or the 95% gross
income tests, multiplied by (2) a fraction intended to reflect our profitability;

. if we fail to satisfy any of the REIT asset tests, as described below, other than a failure of the 5% or
10% REIT asset tests that do not exceed a statutory de minimis amount as described more fully
below, but our failure is due to reasonable cause and not due to willful neglect and we nonetheless
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maintain our REIT qualification because of specified cure provisions, we will be required to pay a
tax equal to the greater of $50,000 or the highest corporate tax rate (currently 35%) of the net
income generated by the nonqualifying assets during the period in which we failed to satisfy the
asset tests;

if we fail to satisfy any provision of the Internal Revenue Code that would result in our failure to
qualify as a REIT (other than a gross income or asset test requirement) and the violation is due to
reasonable cause, we may retain our REIT qualification but we will be required to pay a penalty of
$50,000 for each such failure;

if we fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary
income for such year, (b) 95% of our REIT capital gain net income for such year and (c) any undis-
tributed taxable income from prior periods, or the “required distribution,” we will be subject to a
4% excise tax on the excess of the required distribution over the sum of (1) the amounts actually
distributed (taking into account excess distributions from prior years), plus (2) retained amounts on
which income tax is paid at the corporate level.

we may be required to pay monetary penalties to the IRS in certain circumstances, including if we
fail to meet record-keeping requirements intended to monitor our compliance with rules relating to
the composition of our stockholders.

a 100% excise tax may be imposed on some items of income and expense that are directly or con-
structively paid between us and our “‘taxable REIT subsidiaries” (““TRS”) if and to the extent that
the IRS successfully adjusts the reported amounts of these items.

if we acquire appreciated assets from a corporation that is not a REIT in a transaction in which the
adjusted tax basis of the assets in our hands is determined by reference to the adjusted tax basis of
the assets in the hands of the non-REIT corporation, we will be subject to tax on such appreciation
at the highest corporate income tax rate then applicable if we subsequently recognize gain on a
disposition of any such assets during the 10-year period following their acquisition from the non-
REIT corporation. The results described in this paragraph assume that the non-REIT corporation will
not elect, in lieu of this treatment, to be subject to an immediate tax when the asset is acquired

by us.

if at the effective date of our REIT election, the aggregate fair market value of the assets that we
own on such date exceeds our aggregate adjusted tax basis for such assets on that date, we will be
subject to tax on that difference at the highest corporate rate then applicable if we subsequently
recognize the built-in gain on a disposition of any such assets during the 10-year period following
the effective date of our REIT election. Alternatively, we can elect to have the property treated as
sold in a taxable transaction in connection with the election.

we will generally be subject to tax on the portion of any excess inclusion income derived from an
investment in residual interests in real estate mortgage investment conduits or REMICs to the extent
our stock is held by specified tax-exempt organizations not subject to tax on unrelated business
taxable income. Although the law is unclear, similar rules may apply if we own an equity interest in
a taxable mortgage pool. To the extent that we own a REMIC residual interest or a taxable mortgage
pool through a TRS, we will not be subject to this tax.

we may elect to retain and pay income tax on our net long-term capital gain. In that case, a stock-
holder would include its proportionate share of our undistributed long-term capital gain (to the
extent we make a timely designation of such gain to the stockholder) in its income, would be
deemed to have paid the tax that we paid on such gain, and would be allowed a credit for its pro-
portionate share of the tax deemed to have been paid, and an adjustment would be made to increase
the stockholder’s basis in our common stock.

we may have subsidiaries or own interests in other lower-tier entities that are subchapter C corpora-
tions, the earnings of which could be subject to U.S. federal corporate income tax.
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e we and our subsidiaries may be subject to a variety of taxes other than U.S. federal income tax,
including payroll taxes and state, local, and foreign income, property and other taxes on assets and
operations.

Requirements for Qualification

To qualify as a REIT, a corporation must meet the following requirements:
(1) it is managed by one or more trustees or directors;

(2) its beneficial ownership is evidenced by transferable shares, or by transferable certificates of benefi-
cial interest;

(3) it would be taxable as a domestic corporation, but for the REIT provisions of the federal income tax
laws;

(4) it is neither a financial institution nor an insurance company subject to specified provisions of the
federal income tax laws;

(5) at least 100 persons are beneficial owners of its shares or ownership certificates;

(6) not more than 50% in value of its outstanding shares or ownership certificates is owned, directly or
indirectly, by five or fewer individuals, including specified entities, during the last half of any taxable year;

(7) it elects to be a REIT, or has made such election for a previous taxable year, and satisfies all relevant
filing and other administrative requirements established by the Internal Revenue Service that must be met to
elect and maintain REIT status;

(8) it uses a calendar year for federal income tax purposes and complies with the record keeping require-
ments of the federal income tax laws; and

(9) it meets other qualification tests, described below, regarding the nature of its income and assets.

We must meet requirements 1 through 4 during our entire taxable year and must meet requirement 5 dur-
ing at least 335 days of a taxable year of 12 months, or during a proportionate part of a taxable year of less
than 12 months. Requirements 5 and 6 will not apply to us until our second taxable year for which our REIT
election is to be effective.

If we comply with all the requirements for ascertaining the ownership of our outstanding shares in a
taxable year and have no reason to know that requirement 6 above was violated, we will be deemed to have
satisfied that requirement for such taxable year. For purposes of determining share ownership under require-
ment 6, a supplemental unemployment compensation benefits plan, a private foundation, and a portion of a
trust permanently set aside or used exclusively for charitable purposes are each considered one individual
owner. However, a trust that is a qualified employee pension or profit sharing trust under the federal income
tax laws is not considered one owner but rather all of the beneficiaries of such a trust will be treated as hold-
ing our shares in proportion to their actuarial interests in the trust for purposes of requirement 6.

We plan to issue sufficient common stock with sufficient diversity of ownership to satisfy requirements 5
and 6 set forth above. In addition, our charter restricts the ownership and transfer of our stock so that we
should continue to satisfy requirements 5 and 6. The provisions of our charter restricting the ownership and
transfer of our stock are described in ““Description of Capital Stock — Restrictions on Ownership and
Transfer.”

A corporation that is a ‘“‘qualified REIT subsidiary” is not treated as a corporation separate from its
parent REIT. All assets, liabilities and items of income, deduction and credit of a “qualified REIT subsidiary”
are considered to be assets, liabilities and items of income, deduction and credit of the REIT. A “qualified
REIT subsidiary” is a corporation, all of the capital stock of which is owned by the REIT. Thus, in applying
the requirements described herein, any of our “qualified REIT subsidiaries” will be ignored, and all assets,
liabilities and items of income, deduction and credit of such subsidiaries will be considered to be assets,
liabilities and items of income, deduction and credit of us. We currently do not have any corporate subsidiar-
ies, but we may have corporate subsidiaries in the future.
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In the case of a REIT that is a partner in a partnership, the REIT is treated as owning its proportionate
share of the assets of the partnership and as earning its allocable share of the gross income of the partnership
based upon its pro rata share of capital interest in the partnership for purposes of the applicable REIT qualifi-
cation tests. Thus, our proportionate share of the assets, liabilities and items of income of our operating
partnership will be treated as assets and gross income of us for purposes of applying the requirements
described in this prospectus.

We will be classified as a C corporation prior to the effective date of our REIT election. If we have
accumulated earnings and profits for a tax year in which we were classified as a C corporation rather than as a
REIT, we must distribute our non-REIT earnings and profits before the end of our first REIT year. This is
another REIT qualification requirement. Distributions made to comply with this requirement are treated as
made from earnings and profits which, but for the distribution, would result in failure to meet this require-
ment. These distributions are not treated as distributions for purposes of calculating the dividends paid
deduction. In the event that we determine that we have such accumulated non-REIT earnings and profits at the
effective date of our REIT election, we intend to take appropriate actions to satisfy this requirement.

Taxable REIT Subsidiaries

A REIT, in general, may jointly elect with a subsidiary corporation, whether or not wholly-owned, to
treat the subsidiary corporation as a “‘taxable REIT subsidiary” (““TRS”). The separate existence of a TRS or
other taxable corporation, unlike a disregarded subsidiary as discussed above, is not ignored for U.S. federal
income tax purposes. Accordingly, such an entity would generally be subject to corporate income tax on its
earnings, which may reduce the cash flow generated by us and our subsidiaries in the aggregate and our
ability to make distributions to our stockholders.

A REIT is not treated as holding the assets of a TRS or other taxable subsidiary corporation or as receiv-
ing any income that the subsidiary earns. Rather, the stock issued by the subsidiary is an asset in the hands of
the REIT, and the REIT generally recognizes as income the dividends, if any, that it receives from the subsid-
iary. This treatment can affect the gross income and asset test calculations that apply to the REIT, as described
below. Because a parent REIT does not include the assets and income of such subsidiary corporations in
determining the parent’s compliance with the REIT requirements, such entities may be used by the parent
REIT to undertake indirectly activities that the REIT rules might otherwise preclude it from doing directly or
through pass-through subsidiaries or render commercially unfeasible (for example, activities that give rise to
certain categories of income such as nonqualifying hedging income or inventory sales). If dividends are paid
to us by one or more of our TRSs then a portion of the dividends that we distribute to stockholders who are
taxed at individual rates generally will be eligible for taxation at preferential qualified dividend income tax
rates rather than at ordinary income rates.

Certain restrictions imposed on TRSs are intended to ensure that such entities will be subject to appropri-
ate levels of U.S. federal income taxation. First, a TRS may not deduct interest payments made in any year to
an affiliated REIT to the extent that such payments exceed, generally, 50% of the TRS’s adjusted taxable
income for that year (although the TRS may carry forward to, and deduct in, a succeeding year the disallowed
interest amount if the 50% test is satisfied in that year). In addition, if amounts are paid to a REIT or
deducted by a TRS due to transactions between a REIT, its tenants and/or a TRS, that exceed the amount that
would be paid to or deducted by a party in an arm’s-length transaction, the REIT generally will be subject to
an excise tax equal to 100% of such excess. Rents we receive that include amounts for services furnished by
one of our TRSs to any of our tenants will not be subject to the excise tax if such amounts qualify for the
safe harbor provisions contained in the Internal Revenue Code. Safe harbor provisions are provided where
(1) amounts are excluded from the definition of impermissible tenant service income as a result of satisfying
the 1% de minimis exception; (2) a TRS renders a significant amount of similar services to unrelated parties
and the charges for such services are substantially comparable; (3) rents paid to us by tenants that are not
receiving services from the TRS are substantially comparable to the rents paid by our tenants leasing compa-
rable space that are receiving such services from the IRS and the charge for the services is separately stated;
or (4) the TRS’s gross income from the service is not less than 150% of the TRS’s direct cost of furnishing
the service.

143



We expect that we and one of our corporate subsidiaries, Shopoff TRS, Inc., will make an election for
that subsidiary to be treated as a TRS for U.S. federal income tax purposes. We may form additional TRSs in
the future. To the extent that any such TRSs pay any taxes, they will have less cash available for distribution
to us.

Income Tests

We must satisfy two gross income tests annually to qualify and maintain our qualification as a REIT.
First, at least 75% of our gross income, excluding gross income from prohibited transactions, for each taxable
year must consist of defined types of income that we derive, directly or indirectly, from investments relating
to real property or mortgages on real property or temporary investment income. Qualifying income for pur-
poses of the 75% gross income test includes:

. “rents from real property;”

e interest on debt or obligations secured by mortgages on real property or on interests in real property;
e capital gains;

e gains from the sale of real estate assets; and

e dividends or other distributions on and gain from the sale of shares in other REITs.

Second, at least 95% of our gross income, excluding gross income from prohibited transactions, for each
taxable year must consist of income that is qualifying income for purposes of the 75% gross income test
described above, as well as dividends, other types of interest, gain from the sale or disposition of stock or
securities, or any combination of the foregoing. The following paragraphs discuss the specific application of
those tests to us.

Income

For purposes of the 75% and 95% gross income tests, the term ““interest” generally excludes any amount
that is based in whole or in part on the income or profits of any person. However, the term ‘“‘interest’” gener-
ally does not exclude an amount solely because it is based on a fixed percentage or percentages of gross
receipts or sales. Furthermore, if a loan contains a provision that entitles a REIT to a percentage of the bor-
rower’s gain upon the sale of the secured property or a percentage of the appreciation in the property’s value
as of a specific date, income attributable to such provision will be treated as gain from the sale of the secured
property, which generally is qualifying income for purposes of the 75% and 95% gross income tests. In addi-
tion, interest received on debt obligations that are not secured by a mortgage on real property may not be
qualified income, and would be excluded from income for purposes of the 75% and 95% gross income tests.

Fee Income

We may receive various fees in connection with our operations. The fees will be qualifying income for
purposes of both the 75% and 95% gross income tests if they are received in consideration for entering into
an agreement to make a loan secured by real property and the fees are not determined by income and profits.
Other fees are not qualifying income for purposes of either gross income text. Any fees earned by Shopoff
TRS, Inc., our TRS, will not be included for purposes of the gross income tests.

Dividend Income

We may indirectly receive distributions from TRSs or other corporations that are not REITs or qualified
REIT subsidiaries. These distributions will be classified as dividend income to the extent of the earnings and
profits of the distributing corporation. Such distributions will generally constitute qualifying income for pur-
poses of the 95% gross income text, but not under the 75% gross income text. Any dividends received by us
from a REIT will be qualifying income in our hands for purposes of both the 95% and 75% gross income
texts.
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Foreign Investment and Exchange Gains

A REIT must be a U.S. domestic entity, but it is permitted to hold foreign real estate or other foreign-
based assets, provided the 75% and 95% income tests and other requirements for REIT qualification are met.
A REIT that holds foreign real estate or other foreign-based assets may have foreign currency exchange gain
under the foreign currency transaction tax rules. Current law excludes certain foreign currency gain from the
computation of qualifying income for purposes of the 75% income test or the 95% income test respectively.
The exclusion is solely for purposes of the computations under these tests.

The statutory change defines two new categories of income for purposes of the exclusion rules: “real
estate foreign exchange gain” and ‘““passive foreign exchange gain.” Real estate foreign exchange gain is
excluded from gross income for purposes of both the 75% and the 95% income tests. Passive foreign
exchange gain is excluded for purposes of the 95% test but is included in gross income and treated as non-
qualifying income, to the extent that it is not real estate foreign exchange gain, for purposes of the 75%
income test.

Real estate foreign exchange gain is foreign currency gain which is attributable to: (i) any item of income
qualifying for the numerator for the 75% income test; (ii) the acquisition or ownership of obligations secured
by mortgages on real property or interests in real property; or (iii) becoming or being the obligor under obli-
gations secured by mortgages on real property or interests in real property. Real estate foreign exchange gain
also includes certain foreign currency gains attributable to certain “‘qualified business units” of the REIT.

Passive foreign exchange gain includes all real estate foreign exchange gain, and in addition includes
foreign currency gain which is attributable to: (i) any item of income or gain included in the numerator for the
95% income test; (ii) acquisition or ownership of obligations other than described in the preceding paragraph;
(iii) becoming the obligor under obligations other than described in the preceding paragraph; and (iv) any
other foreign currency gain to be determined by the IRS.

Notwithstanding the foregoing rules, except in the case of certain income excluded under the hedging
rules, foreign currency exchange gain derived from engaging in dealing, or substantial and regular trading, in
certain securities shall constitute gross income that does not qualify under either the 75% or 95% income test.

Hedging Transactions

We may enter into hedging transactions with respect to one or more of our assets or liabilities. Hedging
transactions could take a variety of forms, including interest rate swaps or cap agreements, options, futures
contracts, forward rate agreements or similar financial instruments. Except to the extent provided by Treasury
regulations, any income from a hedging transaction we enter into in the normal course of our business prima-
rily to manage risk of interest rate or price changes or currency fluctuations with respect to borrowings made
or to be made, or ordinary obligations incurred or to be incurred, to acquire to carry real estate assets, which
is clearly identified as specified in Treasury regulations before the close of the day on which it was acquired,
originated, or entered into, including gain from the sale or disposition of such a transaction, will not constitute
gross income for purposes of the 95% gross income test and the 75% income test. To the extent that we enter
into other types of hedging transactions, the income from those transactions is likely to be treated as non-
qualifying income for purposes of both of the gross income tests. We intend to structure any hedging
transactions in a manner that does not jeopardize our qualification as a REIT.

Rents from Real Property

To the extent that we own real property or interests therein, rents we receive will qualify as “rents from
real property” in satisfying the gross income tests described above, only if several conditions are met, includ-
ing the following. If rent attributable to personal property leased in connection with real property is greater
than 15% of the total rent received under any particular lease, then all of the rent attributable to such personal
property will not qualify as rents from real property. The determination of whether an item of personal prop-
erty constitutes real or personal property under the REIT provisions of the Internal Revenue Code is subject to
both legal and factual considerations and is therefore subject to different interpretations.
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In addition, in order for rents received by us to qualify as ‘“‘rents from real property,” the rent must not
be based in whole or in part on the income or profits of any person. However, an amount will not be excluded
from rents from real property solely by being based on a fixed percentage or percentages of sales or if it is
based on the net income of a tenant which derives substantially all of its income with respect to such property
from subleasing of substantially all of such property, to the extent that the rents paid by the subtenants would
qualify as rents from real property, if earned directly by us. Moreover, for rents received to qualify as “rents
from real property,” we generally must not operate or manage the property or furnish or render certain ser-
vices to the tenants of such property, other than through an “independent contractor” who is adequately
compensated and from which we derive no income, or through a TRS, as discussed below. We are permitted,
however, to perform services that are “usually or customarily rendered’ in connection with the rental of space
for occupancy only and are not otherwise considered rendered to the occupant of the property. In addition, we
may directly or indirectly provide non-customary services to tenants of our properties without disqualifying all
of the rent from the property if the payment for such services does not exceed 1% of the total gross income
from the property. In such a case, only the amounts for non-customary services are not treated as rents from
real property and the provision of the services does not disqualify the related rent. Moreover, we are permitted
to provide services to tenants or others through a TRS without disqualifying the rental income received from
tenants for purposes of the REIT income tests.

Rental income will qualify as rents from real property only to the extent that we do not directly or con-
structively own, (1) in the case of any tenant which is a corporation, stock possessing 10% or more of the
total combined voting power of all classes of stock entitled to vote, or 10% or more of the total value of
shares of all classes of stock of such tenant, or (2) in the case of any tenant which is not a corporation, an
interest of 10% or more in the assets or net profits of such tenant. However, rental payments from a TRS will
qualify as rents from real property even if we own more than 10% of the combined voting power of the TRS
if at least 90% of the property is leased to unrelated tenants and the rent paid by the TRS is substantially
comparable to the rent paid by the unrelated tenants for comparable space.

Failure to Satisfy Income Tests

If we fail to satisfy one or both of the 75% and 95% gross income tests for any taxable year, we never-
theless may qualify as a REIT for such year if we qualify for relief under the relief provisions of the federal
income tax laws. Those relief provisions generally will be available if:

e our failure to meet such tests is due to reasonable cause and not due to willful neglect;
. we attach a schedule of the sources of our income to our tax return; and
e any incorrect information on the schedule was not due to fraud with intent to evade tax.

We cannot predict, however, whether in all circumstances we would qualify for the relief provisions. In
addition, as discussed above in “— Taxation of Shopoff Properties Trust, Inc.,” even if the relief provisions
apply, we would incur a 100% tax on the gross income attributable to the greater of the amounts by which we
fail the 75% and 95% gross income tests, multiplied by a fraction intended to reflect our profitability.

Prohibited Transaction Rules

A REIT will incur a 100% tax on the net income derived from any sale or other disposition of property,
other than foreclosure property, that the REIT holds primarily for sale to customers in the ordinary course of a
trade or business. We anticipate that none of our assets will be held for sale to customers and that a sale of
any such asset would not be in the ordinary course of our business. Whether a REIT holds an asset “primarily
for sale to customers in the ordinary course of a trade or business” depends, however, on the facts and cir-
cumstances in effect from time to time, including those related to a particular asset. Nevertheless, we will
attempt to avoid any sale of assets that will be treated as being held “‘primarily for sale to customers in the
ordinary course of a trade or business’ or to conduct such a sale through a TRS. We cannot provide assur-
ance, however, that we can comply with such safe-harbor provisions or that we will avoid owning property
that may be characterized as property that we hold “primarily for sale to customers in the ordinary course of
a trade or business. Foreign currency gain or loss that is attributable to any prohibited transaction is taken into
account in determining the amount of prohibited transaction net income subject to the 100% prohibited trans-
actions tax.
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Asset Tests

To qualify as a REIT, we also must satisfy two asset tests at the close of each quarter of each taxable
year. First, at least 75% of the value of our total assets must consist of:

. cash or cash items, including receivables specified in the federal tax laws;
. government securities;

* interests in mortgages on real property;

o stock of other REITS;

e investments in stock or debt instruments but only during the one-year period following our receipt
of new capital that we raise through equity offerings or offerings of debt with a term of at least
five years; or

e interests in real property, including leaseholds and options to acquire real property and leaseholds.

The term “cash” for purposes of the REIT asset qualification rules is defined to include foreign currency
if the REIT or its “qualified business unit” uses such foreign currency as its functional currency, but only to
the extent such foreign currency is held for use in the normal course of the activities of the REIT or the
“qualified business unit” giving rise to income in the numerator for the 75% or 95% income test, or directly
related to acquiring or holding assets qualifying for the numerator in the 75% assets test, and is not held in
connection with a trade or business of trading or dealing in certain securities.

The second asset test has two components. First, of our investments not included in the 75% asset class,
the value of our interest in any one issuer’s securities may not exceed 5% of the value of our total assets.
Second, we may not own more than 10% of any one issuer’s outstanding securities as measured by vote or
value. For purposes of both components of the second asset test, “securities”” does not include our stock in
other REITs or any qualified REIT subsidiary or our interest in any partnership, including our operating
partnership.

We anticipate that, at all relevant times, (1) at least 75% of the value of our total assets will be repre-
sented by real estate assets, cash and cash items, including receivables, and government securities and (2) we
will not own any securities in violation of the 5% or 10% asset tests. In addition, we will monitor the status
of our assets for purposes of the various asset tests and we will manage our portfolio to comply at all times
with such tests.

We are allowed to own up to 100% of the stock of a TRS which can perform activities unrelated to our
tenants, such as third-party management, development, and other independent business activities, as well as
provide services to our tenants. We and our subsidiary must elect for the subsidiary to be treated as a TRS.
We may not own more than 10% of the voting power or value of the stock of a taxable subsidiary that is not
treated as a TRS. Overall, no more than 25% of our assets can consist of securities of TRSs, determined on a
quarterly basis.

After initially meeting the asset tests at the close of any quarter, we will not lose our qualification as a
REIT for failure to satisfy the asset tests at the end of a later quarter solely by reason of changes in asset
values or solely by the change in the foreign currency exchange rate used by us to value a foreign asset. If we
fail to satisfy the asset tests because we acquire securities during a quarter, we can cure this failure by dispos-
ing of sufficient non-qualifying assets within 30 days after the close of that quarter. If we fail the 5% asset
test, or the 10% vote or value asset tests at the end of any quarter and such failure is not cured within 30 days
thereafter, we may dispose of sufficient assets (generally within six months after the last day of the quarter in
which our identification of the failure to satisfy these asset tests occurred) to cure such a violation that does
not exceed the lesser of 1% of our assets at the end of the relevant quarter or $10,000,000. If we fail any of
the other asset tests or our failure of the 5% and 10% asset tests is in excess of a de minimis amount, as long
as such failure was due to reasonable cause and not willful neglect, we are permitted to avoid disqualification
as a REIT, after the 30 day cure period, by taking steps including the disposition of sufficient assets to meet
the asset test (generally within six months after the last day of the quarter in which our identification of the
failure to satisfy the REIT asset test occurred) and pay a tax equal to the greater of $50,000 or the highest
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corporate income tax rate (currently 35%) of the net income generated by the nonqualifying assets during the
period in which we failed to satisfy the asset test.

Distribution Requirements

To qualify as a REIT, each taxable year we must make distributions, other than capital gain dividends
and deemed distributions of retained capital gain, to our stockholders in an aggregate amount at least equal to:

e the sum of (1) 90% of our “REIT taxable income,” computed without regard to the dividends paid
deduction and excluding our net capital gain or loss, and (2) 90% of our after-tax net income, if any,
from foreclosure property; minus

e the sum of specified items of non-cash income that exceeds a percentage of our income.

We must pay such distributions in the taxable year to which they relate, or in the following taxable year
if we declare the distribution before we timely file our federal income tax return for such year and pay the
distribution on or before the first regular dividend payment date after such declaration and no later than the
close of the subsequent tax year.

We will pay federal income tax on any taxable income, including net capital gain, that we do not distrib-
ute to our stockholders. Furthermore, if we fail to distribute during a calendar year or, in the case of
distributions with declaration and record dates falling in the last three months of the calendar year, by the end
of January following such calendar year, at least the sum of:

*  85% of our REIT ordinary income for such year;
*  95% of our REIT capital gain income for such year; and
e any undistributed taxable income from prior periods;

we will incur a 4% nondeductible excise tax on the excess of such required distribution over the amounts we
actually distributed. We may elect to retain and pay income tax on the net long-term capital gain we receive
in a taxable year. If we so elect, we will be treated as having distributed any such retained amount for pur-
poses of the 4% excise tax described above. We intend to make timely distributions sufficient to satisfy the
annual distribution requirements.

From time to time, we may experience timing differences between (1) our actual receipt of income and
actual payment of deductible expenses and (2) the inclusion of that income and deduction of such expenses in
arriving at our REIT taxable income. In that case, we still would be required to recognize such excess as
income in the taxable year in which the difference arose even though we do have the corresponding cash on
hand. Further, it is possible that, from time to time, we may be allocated a share of net capital gain attribut-
able to the sale of depreciated property which exceeds our allocable share of cash attributable to that sale.
Therefore, we may have less cash available for distribution than is necessary to meet the applicable distribu-
tion requirement or to avoid corporate income tax or the excise tax imposed on undistributed income. In such
a situation, we might be required to borrow money or raise funds by issuing additional stock.

We may be able to correct a failure to meet the distribution requirements for a year by paying “defi-
ciency dividends” to our stockholders in a later year. We may include such deficiency dividends in our
deduction for dividends paid for the earlier year. Although we may be able to avoid income tax on amounts
we distribute as deficiency dividends, we will be required to pay interest to the Internal Revenue Service
based on the amount of any deduction we take for deficiency dividends.

Record Keeping Requirements

We must maintain specified records in order to qualify as a REIT. In addition, to avoid a monetary
penalty, we must request on an annual basis information from our stockholders designed to disclose the actual
ownership of our outstanding stock. We intend to comply with such requirements.

Failure to Qualify

If we fail to qualify as a REIT in any taxable year, and no relief provision applies, we will be subject to
federal income tax and any applicable alternative minimum tax on our taxable income at regular corporate
rates. In such a year, we would not be able to deduct amounts paid to stockholders in calculating our taxable
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income. In fact, we would not be required to distribute any amounts to our stockholders in such year. In such
event, to the extent of our current and accumulated earnings and profits, all distributions to our stockholders
would be taxable as ordinary income. Subject to limitations in the federal income tax laws, corporate stock-
holders might be eligible for the dividends received deduction. Unless we qualified for relief under specific
statutory provisions, we also would be disqualified from taxation as a REIT for the four taxable years follow-
ing the year during which we ceased to qualify as a REIT. We cannot predict whether in all circumstances we
would qualify for such statutory relief.

Taxation of Taxable U.S. Stockholders

As long as we qualify as a REIT, a taxable “U.S. stockholder” must take into account, as ordinary
income, distributions out of our current or accumulated earnings and profits and that we do not designate as
capital gain dividends or that we retain as long-term capital gain. A U.S. stockholder generally will recognize
distributions that we designate as capital gain dividends as long-term capital gain without regard to the period
for which the U.S. stockholder has held its common stock.

We may elect to retain and pay income tax on the net long-term capital gain that is received in a taxable
year. In that case, a U.S. stockholder would be taxed on its proportionate share of our undistributed long-term
capital gain. The U.S. stockholder would receive a credit or refund for its proportionate share of the tax we
paid. The U.S. stockholder would increase the basis in its stock by the amount of its proportionate share of
our undistributed long-term capital gain, minus its share of the tax we paid.

If a distribution exceeds our current and accumulated earnings and profits but does not exceed the
adjusted basis of a U.S. stockholder’s common stock, the U.S. stockholder will not incur tax on the distribu-
tion. Instead, such distribution will reduce the stockholder’s adjusted basis of the common stock. A U.S.
stockholder will recognize a distribution that exceeds both our current and accumulated earnings and profits
and the U.S. stockholder’s adjusted basis in its common stock as long-term capital gain, or short-term capital
gain if the common stock has been held for one year or less, assuming the common stock is a capital asset in
the hands of the U.S. stockholder. In addition, if we declare a distribution in October, November or December
of any year that is payable to a U.S. stockholder of record on a specified date in any such month, to the
extent of the REIT’s earnings and profits not already distributed, such distribution shall be treated as both paid
by us and received by the U.S. stockholder on December 31 of such year, provided that we actually pay the
distribution during January of the following calendar year. We will notify U.S. stockholders after the close of
our taxable year as to the portions of the distributions attributable to that year that constitute ordinary income
or capital gain dividends.

Taxation of U.S. Stockholders on the Disposition of the Common Stock

In general, a U.S. stockholder who is not a dealer in securities must treat any gain or loss realized upon a
taxable disposition of our common stock as long-term capital gain or loss if the U.S. stockholder has held
the common stock for more than one year and otherwise as short-term capital gain or loss. However, a
U.S. stockholder generally must treat any loss upon a sale or exchange of common stock held by such stock-
holder for six months or less as a long-term capital loss to the extent of capital gain dividends and other
distributions from us that such U.S. stockholder treats as long-term capital gain. All or a portion of any loss
a U.S. stockholder realizes upon a taxable disposition of the common stock may be disallowed if the
U.S. stockholder purchases other shares of common stock within 30 days before or after the disposition.

Capital Gains and Losses

A taxpayer generally must hold a capital asset for more than one year for gain or loss derived from its
sale or exchange to be treated as long-term capital gain or loss. Tax rate reductions that were enacted in 2003
with respect to certain capital gains and dividends are scheduled to expire at the end of 2010. Under current
law, the tax rates in effect before those changes will apply for 2011 and thereafter. However, there is contro-
versy currently concerning what the highest marginal individual income tax rate will be for 2011 and later tax
years. There is also controversy concerning what the maximum individual tax rate for long term capital gain
will be for such years. However, though both tax rates are likely to increase, it is also expected that the tax
rate differential between capital gain and ordinary income for non-corporate taxpayers will continue to be
significant. With respect to distributions that we designate as capital gain dividends and any retained capital
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gain that we are deemed to distribute, we generally may designate the tax rate at which such distribution is
taxable to non-corporate shareholders. In addition, the characterization of income as capital gain or ordinary
income may affect the deductibility of capital losses. A non- corporate taxpayer may deduct capital losses not
offset by capital gains against its ordinary income only up to a maximum annual amount of $3,000. A non-
corporate taxpayer may carry forward unused capital losses indefinitely. A corporate taxpayer must pay tax on
its net capital gain at ordinary corporate rates. A corporate taxpayer can deduct capital losses only to the
extent of capital gains, with unused losses being carried back three years and forward five years.

Information Reporting Requirements and Backup Withholding

We will report to our stockholders and to the Internal Revenue Service the amount of distributions we
pay during each calendar year, and the amount of tax we withhold, if any. Under the backup withholding
rules, a stockholder may be subject to backup withholding at the rate of 28% with respect to distributions
unless such holder either:

e s a corporation or comes within another exempt category and, when required, demonstrates this
fact; or

e provides a taxpayer identification number, certifies as to no loss of exemption from backup with-
holding, and otherwise complies with the applicable requirements of the backup withholding rules.

A stockholder who does not provide us with its correct taxpayer identification number also may be
subject to penalties imposed by the Internal Revenue Service. Any amount paid as backup withholding will be
creditable against the stockholder’s income tax liability. In addition, we may be required to withhold a portion
of capital gain distributions to any stockholders who fail to certify their non-foreign status to us. The Treasury
Department has issued regulations regarding the backup withholding rules as applied to non-U.S. stockholders.

Taxation of Tax-Exempt Stockholders

Tax-exempt entities, including qualified employee pension and profit sharing trusts and individual retire-
ment accounts and annuities, generally are exempt from federal income taxation. However, they are subject to
taxation on their unrelated business taxable income. While many investments in real estate generate unrelated
business taxable income, the Internal Revenue Service has ruled that dividend distributions from a REIT to an
exempt employee pension trust do not constitute unrelated business taxable income, provided that the exempt
employee pension trust does not otherwise use the shares of the REIT in an unrelated trade or business of the
pension trust. Based on that ruling, amounts that we distribute to tax-exempt stockholders generally should not
constitute unrelated business taxable income. However, if a tax-exempt stockholder were to finance its acquisi-
tion of the common stock with debt, a portion of the income that it receives from us would constitute
unrelated business taxable income under the “debt-financed property” rules. An exempt stockholder also may
have unrelated business income as a result of a distribution by us if we engage in a transaction that results in
our receiving excess inclusion income. Furthermore, social clubs, voluntary employee benefit associations,
supplemental unemployment benefit trusts, and qualified group legal services plans that are exempt from
taxation under special provisions of the federal income tax laws are subject to different unrelated business
taxable income rules, which generally will require them to characterize distributions that they receive from us
as unrelated business taxable income. Finally, in some circumstances, a qualified employee pension or profit
sharing trust that owns more than 10% of our stock is required to treat a percentage of the dividends that it
receives from us as unrelated business taxable income. The percentage of the dividends that the tax-exempt
trust must treat as unrelated business taxable income is equal to the gross income we derive from an unrelated
trade or business, determined as if we were a pension trust, divided by our total gross income for the year in
which we pay the dividends. The unrelated business taxable income rule applies to a pension trust holding
more than 10% of our stock only if:

e the percentage of the dividends that the tax-exempt trust must otherwise treat as unrelated business
taxable income is at least 5%;

e we qualify as a REIT by reason of the modification of the rule requiring that no more than 50% of
our shares be owned by five or fewer individuals that allows the beneficiaries of the pension trust to
be treated as holding our stock in proportion to their actuarial interests in the pension trust; and
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e ecither (A) one pension trust owns more than 25% of the value of our stock or (B) a group of pen-
sion trusts individually holding more than 10% of the value of our stock collectively owns more
than 50% of the value of our stock.

Taxation of Non-U.S. Stockholders

The rules governing U.S. federal income taxation of nonresident alien individuals, foreign corporations,
foreign partnerships, and other foreign stockholders are complex. This section is only a summary of such
rules. We urge those non-U.S. stockholders to consult their own tax advisors to determine the impact of
federal, state, and local income tax laws on ownership of the common stock, including any reporting
requirements.

A non-U.S. stockholder that receives a distribution that is not attributable to gain from our sale or
exchange of U.S. real property interests, as defined below, and that we do not designate as a capital gain
dividend or retained capital gain will recognize ordinary income to the extent that we pay such distribution
out of our current or accumulated earnings and profits. A withholding tax equal to 30% of the gross amount of
the distribution ordinarily will apply to such distribution unless an applicable tax treaty reduces or eliminates
the tax. However, if a distribution is treated as effectively connected with the non-U.S. stockholder’s conduct
of a U.S. trade or business, the non-U.S. stockholder generally will be subject to federal income tax on the
distribution at graduated rates, in the same manner as U.S. stockholders are taxed with respect to such distri-
butions. A non-U.S. corporate stockholder may also be subject to the 30% branch profits tax. We plan to
withhold U.S. income tax at the rate of 30% on the gross amount of any such distribution paid to a non-U.S.
stockholder unless either:

e a lower treaty rate applies and the non-U.S. stockholder files the required form evidencing eligibility
for that reduced rate with us; or

e the non-U.S. stockholder files an IRS Form W-8ECI with us claiming that the distribution is effec-
tively connected income.

*  Any portion of the dividends paid to a non-U.S. stockholder that is treated as excess inclusion
income will not be eligible for exemption from the 305 withholding tax or a reduced treaty rate.

A non-U.S. stockholder generally will not incur tax on a distribution that exceeds our current and accu-
mulated earnings and profits but does not exceed the adjusted basis of its common stock. Instead, such a
distribution will reduce the adjusted basis of such stock. A non-U.S. stockholder will be subject to tax on a
distribution that exceeds both our current and accumulated earnings and profits and the adjusted basis of its
common stock, if the non-U.S. stockholder otherwise would be subject to tax on gain from the sale or disposi-
tion of its common stock, as described below. Because we generally cannot determine at the time we make a
distribution whether or not the distribution will exceed our current and accumulated earnings and profits, we
normally will withhold tax on the entire amount of any distribution at the same rate as we would withhold on
a dividend. However, a non-U.S. stockholder may obtain a refund of amounts that we withhold if it later
determines that a distribution in fact exceeded our current and accumulated earnings and profits.

For any year in which we qualify as a REIT, a non-U.S. stockholder will incur tax on distributions that
are attributable to gain from our sale or exchange of “U.S. real property interests’” under special provisions of
the federal income tax laws. The term ““U.S. real property interests’ includes interests in U.S. real property
and stock in corporations at least 50% of whose assets consists of interests in U.S. real property. Under those
rules, a non-U.S. stockholder is taxed on distributions attributable to gain from sales of U.S. real property
interests as if such gain were effectively connected with a U.S. business of the non-U.S. stockholder. A
non-U.S. stockholder thus would be taxed on such a distribution at the normal capital gain rates applicable to
U.S. stockholders and might also be subject to the alternative minimum tax. A nonresident alien individual
also might be subject to a special alternative minimum tax. A non-U.S. corporate stockholder not entitled to
treaty relief or exemption also may be subject to the 30% branch profits tax on such distributions. We must
withhold 35% of any distribution that we could designate as a capital gain dividend. A non-U.S. stockholder
will receive a credit against its tax liability for the amount we withhold.
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A non-U.S. stockholder generally will not incur tax under the provisions applicable to distributions that
are attributable to gain from the sale of U.S. real property interests on gain from the sale of its common stock
as long as at all times non-U.S. persons hold, directly or indirectly, less than 50% in value of our stock. We
cannot assure you that this test will be met. If the gain on the sale of the common stock were taxed under
those provisions, a non-U.S. stockholder would be taxed in the same manner as U.S. stockholders with respect
to such gain, subject to applicable alternative minimum tax, a special alternative minimum tax in the case of
nonresident alien individuals, and the possible application of the 30% branch profits tax in the case of
non-U.S. corporations. Furthermore, a non-U.S. stockholder will incur tax on gain not subject to the provi-
sions applicable to distributions that are attributable to gain from the rule of U.S. real property interests if
either:

e the gain is effectively connected with the non-U.S. stockholder’s U.S. trade or business, in which
case the non-U.S. stockholder will be subject to the same treatment as U.S. stockholders with
respect to such gain; or

e the non-U.S. stockholder is a nonresident alien individual who was present in the U.S. for 183 days
or more during the taxable year, in which case the non-U.S. stockholder will incur a 30% tax on his
capital gains.

Other Tax Consequences

We and/or you may be subject to state and local tax in various states and localities, including those states
and localities in which we or you transact business, own property, or reside. The state and local tax treatment
in such jurisdictions may differ from the federal income tax treatment described above. Consequently, you
should consult your own tax advisor regarding the effect of state and local tax laws upon an investment in our
common stock.

ERISA CONSIDERATIONS

The following is a summary of material considerations arising under ERISA and the prohibited transac-
tion provisions of the federal income tax laws that may be relevant to a prospective purchaser. This discussion
does not deal with all aspects of either ERISA or the prohibited transaction provisions of the federal income
tax laws or, to the extent not preempted, state law that may be relevant to particular employee benefit plan
stockholders, including plans subject to Title I of ERISA, other employee benefit plans and IRAs subject to
the prohibited transaction provisions of the federal income tax laws, and governmental plans and church plans
that are exempt from ERISA and the prohibited transaction provisions of the federal income tax laws but that
may be subject to state law requirements, in light of their particular circumstances.

In considering whether to invest a portion of the assets of a pension, profit-sharing, retirement or other
employee benefit plan, fiduciaries should consider, among other things, whether the investment:

e will be in accordance with the documents and instruments covering the investments by such plan;
e will allow the plan to satisfy the diversification requirements of ERISA, if applicable;

. will result in unrelated business taxable income to the plan;

e will provide sufficient liquidity; and

e is prudent under the general ERISA standards.

In addition to imposing general fiduciary standards of investment prudence and diversification, ERISA
and the corresponding provisions of the federal income tax laws prohibit a wide range of transactions involv-
ing the assets of the plan and persons who have specified relationships to the plan, who are “parties in
interest”” within the meaning of ERISA and, ‘““disqualified persons’ within the meaning of the federal income
tax laws. Thus, a designated plan fiduciary considering an investment in our shares should also consider
whether the acquisition or the continued holding of our shares might constitute or give rise to a direct or
indirect prohibited transaction. The fiduciary of an IRA or of an employee benefit plan not subject to Title I of
ERISA because it is a governmental or church plan or because it does not cover common law employees
should consider that such an IRA or plan not subject to Title I of ERISA may only make investments that are
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authorized by the appropriate governing documents, not prohibited under the prohibited transaction provisions
of the federal income tax laws and permitted under applicable state law.

The Department of Labor has issued regulations that provide guidance on the definition of plan assets
under ERISA. Under the regulations, if a plan acquires an equity interest in an entity which is neither a
“publicly-offered security” nor a security issued by an investment company registered under the Investment
Company Act of 1940, the plan’s assets would include, for ERISA purposes, both the equity interest and an
undivided interest in each of the entity’s underlying assets unless an exception from the plan asset regulations
applies.

The regulations define a publicly-offered security as a security that is:
. “widely-held;”
o “freely-transferable;” and

e either part of a class of securities registered under Section 12(b) or 12(g) of the Securities Exchange
Act of 1934, or sold in connection with an effective registration statement under the Securities Act,
provided the securities are registered under the Securities Exchange Act of 1934 within 190 days
after the end of the fiscal year of the issuer during which the offering occurred.

Our shares of common stock are being sold in connection with an effective registration statement under
the Securities Act.

The regulations provide that a security is “widely held” only if it is part of a class of securities that is
owned by 100 or more investors independent of the issuer and of one another. A security will not fail to be
widely held because the number of independent investors falls below 100 subsequent to the initial public
offering as a result of events beyond the issuer’s control. Although we anticipate that upon completion of the
sale of the maximum offering, our common stock will be “widely held,” our common stock will not be
widely held until we sell shares to 100 or more independent investors.

The regulations list restrictions on transfer that ordinarily will not prevent securities from being freely
transferable. Such restrictions on transfer include:

e any restriction on or prohibition against any transfer or assignment that would result in the termina-
tion or reclassification of an entity for federal or state tax purposes, or that otherwise would violate
any federal or state law or court order;

e any requirement that advance notice of a transfer or assignment be given to the issuer;

e any administrative procedure that establishes an effective date, or an event, such as completion of an
offering, prior to which a transfer or assignment will not be effective; and

* any limitation or restriction on transfer or assignment that is not imposed by the issuer or a person
acting on behalf of the issuer.

We believe that the restrictions imposed under our charter on the ownership and transfer of our common
stock will not result in the failure of our common stock to be “freely transferable.” We also are not aware of
any other facts or circumstances limiting the transferability of our common stock that are not enumerated in
the regulations as those not affecting free transferability. However, no assurance can be given that the Depart-
ment of Labor or the Treasury Department will not reach a contrary conclusion.

One exception to the regulations provides that the assets of a plan or ERISA investor, which is a person
acting on behalf of or using the assets of a plan, will not include any of the underlying assets of an entity in
which it invests if at all times less than 25% of the value of each class of equity interests in the entity is held
by ERISA investors. We refer to this as the “insignificant participation exception.”” Because our common
stock will not be “widely held” until we sell shares to 100 or more independent investors, prior to the date
that either our common stock qualifies as a class of “publicly-offered securities” or we qualify for another
exception to the regulations, other than the insignificant participation exception, our charter will prohibit
ERISA investors from owning, directly or indirectly, in the aggregate, 25% or more of our common stock.
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Accordingly, our assets should not be deemed to be “‘plan assets’ of any plan, IRA, or plan not subject to
Title T of ERISA that invests in our common stock.

If our underlying assets were treated by the Department of Labor as “plan assets,” our management
would be treated as fiduciaries with respect to plan stockholders and the prohibited transaction restrictions of
ERISA and the federal income tax laws would apply unless an exception under ERISA were to apply. If our
underlying assets were treated as ““plan assets,”” an investment in us also might constitute an improper delega-
tion of fiduciary responsibility to us. and expose the fiduciary of the plan to co-fiduciary liability under
ERISA and might result in an impermissible commingling of plan assets with other property.

If a prohibited transaction were to occur, the federal income tax laws and ERISA would impose an excise
tax equal to 15% of the amount involved and authorize the Internal Revenue Service to impose an additional
100% excise tax if the prohibited transaction is not “corrected.” Such taxes will be imposed on any disquali-
fied person who participates in the prohibited transaction. In addition, Shopoff Advisors and possibly other
fiduciaries of plan stockholders subject to ERISA who permitted such prohibited transaction to occur or who
otherwise breached their fiduciary responsibilities would be required to restore to the plan any profits realized
by these fiduciaries as a result of the transaction or beach. With respect to an IRA that invests in us., the
occurrence of a prohibited transaction involving the individual who established the IRA, or his or her benefi-
ciary, would cause the IRA to lose its tax-exempt status under the federal income tax laws. In that event, the
IRA owner generally would be taxed on the estimated fair market value of all the assets in the IRA as of the
first day of the owner’s taxable year in which the prohibited transaction occurred.

PLAN OF DISTRIBUTION

The 20,100,000 shares offered to residents of our sales states and to our affiliates are being offered
through Shopoff Securities, a registered broker-dealer affiliated with us and our advisor. The shares are being
offered on a “best efforts’ basis, which means generally that our broker-dealer will be required to use only its
best efforts to sell the shares and has no firm commitment or obligation to purchase any of the shares.

Our board of directors and our broker-dealer have determined the offering price of $9.50 per share for the
first 2,000,000 shares sold and $10.00 per share for the remaining 18,100,000 shares sold. While our board
considered primarily the per share offering prices in similar offerings conducted by companies formed for
purposes similar to ours when determining the offering price, the offering price is not related to the company’s
historical book value or earnings and bears no relationship to any established criteria for valuing adjusted or
outstanding shares.

Our broker-dealer will not receive commissions from the gross offering proceeds. Our sponsor will pay a
fixed monthly marketing fee of approximately $100,000 per month to our broker-dealer for a total of
$3,600,000 for the full term of the offering. At no time will the fees paid to the broker-dealer exceed 10% of
the gross proceeds of the offering. We will not pay referral or similar fees to any accountants, attorneys or
other persons in connection with the distribution of the shares. Our broker-dealer may authorize other broker-
dealers who are members of FINRA to sell shares, however, no sales commissions will be paid on such shares
and no reimbursements of expenses or other payments will be made in connection with such sales. While we
do not anticipate paying any compensation to broker-dealers in this offering, if any compensation was to be
paid, in no event would it, combined with all other compensation paid, exceed 10% of the gross proceeds of
the offering. Our broker-dealer intends to offer our shares directly to investors. Registered representatives of
our broker-dealer will conduct retail seminars and informational meetings with prospective investors, which
will consist of PowerPoint presentations and question & answer forums. We currently anticipate that the
maximum expense reimbursement payable to our broker-dealer will be $2,330,000.
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$16,150,000 Minimum $200,000,000 Maximum
Offering Offering

Dollar Dollar
Percentage Amount Percentage Amount

Expense Reimbursement (includes Sales and

Advertising, Educational Conferences, and Sales
Seminars, as shown in detail immediately
below) . ... ... 4.8856 $789,026 1.1650% $2,330,000
— Sales and Advertising (Promotion) (includes

creative development, production expenses,

media expenses, and certain travel, lodging

andmeals) . ........... ... ... ...... $735,837 0.6400% $1,280,000?
— Educational Conferences (includes,

conference fees, travel, lodging, meals, and

in-house training) . .................. $ 17,070 0.1500% $ 300,000
— Sales Seminars (includes seminar rooms,

travel, lodging, meals, and logistical

consultants) . ... ..., $ 36,119 03750% $ 750,000
Sales Incentive .. ...................... None None None None
Due Diligence . . ......... ... ... ........ None None None None
Monthly Marketing Fee ($100,000 per month) . . . 0 $ 0% 1.8000%  $3,600,000
Legal Fees incurred on behalf of broker-dealer . . . 0.1547% $ 25,000 0.0500% $ 100,000
TOTAL . ... . 5.0403% $814,026 3.0150% $6,030,000

(1) Detail of Expense Reimbursement Totaling $789,026.

(2) Detail of Expense Reimbursement Totaling $2,330,000.

(3) The sponsor is entitled to withhold payment of the monthly marketing fee to the broker-dealer if neces-
sary to ensure that compensation to the broker-dealer at no time exceeds 10% of the gross offering
proceeds, the limitation imposed by FINRA. The sponsor will withhold payment of the monthly market-
ing fee until it determines that the payment of such fee, combined with other compensation paid to the
broker-dealer, does not exceed the 10% threshold at any given time.

We have agreed to indemnify our broker-dealer against liabilities arising under the Securities Act of
1933, unless such liability arises from information in this prospectus relating to our broker-dealer and supplied
by our broker-dealer. Causes of action resulting from violations of federal or state securities laws will be
governed by such law.

There will be no sales to discretionary accounts without the prior specific written approval of the
customer.

Our sponsor, The Shopoff Group, purchased 21,100 shares of our common stock, at a price of $9.50 per
share, or $200,450. Our sponsor purchased such shares for cash and may not sell such shares for as long as it
serves as our sponsor; however, the sponsor may transfer all or a portion of such shares to affiliates, but has
no present intention to do so. Our sponsor or its affiliates may also purchase additional shares of us. Our
sponsor has advised us that it would expect to hold its shares as stockholder for investment and not for distri-
bution. Shares sold to the sponsor or its affiliates did not count toward the minimum amount of shares
required to break escrow. In addition, neither our broker-dealer nor any other broker-dealer receives any
compensation with respect to shares sold to our sponsor or its affiliates.

As of the date the minimum offering amount of 1,700,000 shares was attained, we granted, under our
2007 equity incentive plan, 5,000 shares of our common stock to Jeffrey W. Shopoff, one of our directors
and Vice President of Investor Relations of our broker-dealer, and 18,750 shares of our common stock to
Kevin M. Bridges, one of our directors, our Chief Financial Officer and Corporate Secretary, and Treasurer of
our broker-dealer.

155



On August 29, 2009, we granted, under our 2007 equity incentive plan, incentive stock options to pur-
chase 3,000 shares of our common stock to Jeffrey W. Shopoff, one of our directors and Vice President of
Investor Relations of our broker-dealer, and incentive stock options to purchase 37,000 shares of our common
stock to Kevin M. Bridges, one of our directors, our Chief Financial Officer and Corporate Secretary, and
Treasurer of our broker-dealer.

Payment for shares should be made by check payable to “Wells Fargo Bank, N.A., as Escrow Agent for
Shopoft Properties Trust, Inc.”, and mailed to “Shopoff Properties Trust 8951 Irvine, CA 92618, Attention:
Investor Services.” Subscriptions will be effective only upon acceptance by us, and we reserve the right to
reject any subscription in whole or in part. In no event may a subscription for shares be accepted until at least
five business days after the date the potential subscriber receives this prospectus. Each subscriber will receive
a confirmation of his or her purchase. All accepted subscriptions will be for whole shares and for not less than
2,000 shares.

Investors whose subscriptions are received in good order will be admitted as stockholders of our com-
pany periodically, but not less often than monthly. Escrowed proceeds will be released to us on the date that
the applicable stockholder is admitted to our company. Interest earned on the escrow account was released to
us once the minimum offering amount was reached.

This offering is being conducted in compliance with SEC Rules 10b-9 and 15c2-4. The escrow agent is
obligated to use its best efforts to obtain an executed IRS Form W-9 from each subscriber whose subscription
is rejected. No later than ten business days after rejection of a subscription, the escrow agent will refund and
return all monies to rejected subscribers and any interest earned thereon without deducting escrow expenses.
In the event that a subscriber fails to remit an executed IRS Form W-9 to the escrow agent prior to the date
the escrow agent returns the subscriber’s funds, the escrow agent will be required to withhold from such funds
28% of the earnings attributable to such subscriber in accordance with Internal Revenue Service regulations.
During any period in which subscription proceeds are held in escrow, interest earned thereon will be allocated
among subscribers on the basis of the respective amounts of their subscriptions and the number of days that
such amounts were on deposit.

You have the option of placing a transfer on death, or TOD, designation on your shares purchased in this
offering. A TOD designation transfers ownership of the shares to your designated beneficiary upon your death.
This designation may only be made by individuals, not entities, who are the sole or joint owners with right of
survivorship of the shares. This option, however, is not available to residents of the states of Louisiana,

North Carolina and Texas. If you would like to place a TOD designation on your shares, you must complete
and return the TOD form included as part of the Subscription Agreement in Exhibit A to this prospectus in
order to effect the designation.

Our broker-dealer may sell shares to retirement plans, to broker-dealers in their individual capacities, to
IRAs and qualified plans of their registered representatives or to any one of their registered representatives in
their individual capacities.

Neither our broker-dealer nor its affiliates will directly or indirectly compensate any person engaged as an
investment advisor by a potential investor as an inducement for such investment advisor to advise favorably
for investment in our company.

SALES LITERATURE

In addition to this prospectus, we may use certain supplemental sales material in connection with the
offering of the shares. However, such sales material will only be used when accompanied by or preceded by
the delivery of this prospectus. This material, prepared by Shopoff Advisors, may include the following: a
brochure describing Shopoff Advisors and its affiliates and our investment objectives; a fact sheet that pro-
vides information regarding properties purchased to date and other summary information related to our
offering; property brochures; a Power Point and/or DVD presentation that provides information regarding us
and our offering; the past performance of private programs managed by Shopoff Advisors and its affiliates;
and “tombstone” newspaper advertisements or solicitations of interest that are limited to identifying the
offering and the location of sources of additional information. No person has been authorized to prepare for,
or furnish to, a prospective investor any sales material other than that described herein.
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The offering of our shares is made only by means of this prospectus. Although the information contained
in such sales material will not conflict with any of the information contained in this prospectus, such sales
material does not purport to be complete and should not be considered a part of this prospectus or the regis-
tration statement, of which this prospectus is a part.

EXPERTS

Our consolidated balance sheets as of December 31, 2009 and 2008, and the related consolidated state-
ments of operations, stockholders’ equity and cash flows for each of the years in the two-year period then
ended appearing in our Annual Report on Form 10-K have been audited by Squar, Milner, Peterson, Miranda
& Williamson, LLP, an independent registered public accounting firm, as stated in their report below, and is
included in reliance upon the report of such firm given upon their authority as experts in accounting and
auditing.

REPORTS TO STOCKHOLDERS

We intend to furnish our stockholders with annual reports containing consolidated financial statements
audited by our independent registered public accounting firm.

LEGAL MATTERS

Certain legal matters will be passed upon for us by Manatt, Phelps & Phillips, LLP, Los Angeles,
California. The statements under the caption “‘Federal Income Tax Considerations — Taxation of Shopoff
Properties Trust, Inc.”” as they relate to federal income tax matters have been reviewed by Manatt, Phelps &
Phillips, LLP and Manatt, Phelps & Phillips, LLP has opined as to certain federal income tax matters relating
to an investment in shares of us. Manatt, Phelps & Phillips, LLP will advise us with respect to real estate law
and other matters as well. Manatt, Phelps & Phillips, LLP has also represented Shopoft Advisors, as well as
various other affiliates of Shopoff Advisors, in other matters and may continue to do so in the future. DLA
Piper US LLP, Baltimore, Maryland has issued an opinion to us regarding certain matters of Maryland law,
including the validity of the shares offered hereby.

LEGAL PROCEEDINGS

Below is a discussion of certain legal and/or administrative proceedings to which we or our affiliates are
subject. No determination can be made at this time as to the materiality of such proceedings to our business.

Pulte Home Project

As discussed under “REAL ESTATE AND REAL ESTATE-RELATED INVESTMENTS — Completed
Projects — Winchester Hills (Pulte Home) Project”, a previously owned real estate property known as the
“Pulte Home Project” or “Winchester Ranch” is the subject of a dispute regarding obligations retained by
both the seller, Pulte Home, when it sold the project to our affiliate, SPT SWRC, LLC, on December 31,
2008, and by SPT SWRC, LLC when it resold the project to Khalda on March 20, 2009, to complete certain
Improvements. Both sales were made subject to a Reconveyance Agreement and a Subsequent Letter Agree-
ment which, by their terms, required the Improvements to be made. Meadow Vista and Newport, as joint
claimants against Pulte Home and SPT SWRC, LLC, have initiated binding arbitration in an effort to
(1) require Pulte Home to reaffirm its obligations under the Reconveyance Agreement and the Subsequent
Letter Agreement to make the Improvements in light of the subsequent transfer of ownership of the project to
Khalda, (2) require that certain remedial measures be taken to restore the site to a more marketable condition,
and (3) for damages. Neither SPT SWRC, LLC nor Pulte Home has taken the position that their respective
transfers of the project have released them from the obligation to make the Improvements, and the current
owner, Khalda, has not failed to, or refused to, conduct the Improvements required in the Reconveyance
Agreement. The arbitration process is on-going and, although we believe the request for declaratory relief by
the Claimants has no legal basis, and is premature since no actual dispute yet exists, we cannot predict the
outcome of the arbitration proceedings at this time.

FINRA

During 2009, Shopoff Advisors advised us that FINRA examined Shopoff Securities’ records as part of its
routine sales practice and financial/operational examination for the purpose of meeting applicable regulatory

157



mandates and providing Shopoff Securities with an assessment as to its compliance with applicable securities
rules and regulations. Shopoff Securities is the broker-dealer for our ongoing public offering. On Decem-

ber 29, 2009, FINRA issued an examination report, which included certain cautionary items that did not need
to be included in the Central Registration Depository (the securities industry online registration and licensing
database) nor did they need to be reported on Shopoff Securities’ Form BD or Form U4 (each, a Uniform
Application for Broker-Dealer Registration used by broker-dealers to register and update their information
with the SEC and FINRA, respectively). Additionally, the examination report included a referral of issues
related to our offering to a separate examination. This separate examination is ongoing and, as of April 29,
2010, neither we nor Shopoff Securities has received communication from FINRA regarding this separate
examination. We do not know when the examination will be resolved or what, if any, actions FINRA may
require us to take as part of that resolution. This examination could result in fines, penalties or administrative
remedies or no actions asserted against us.

WHERE YOU CAN FIND ADDITIONAL INFORMATION

We file annual, quarterly, and current reports, proxy statements and other information with the Securities
and Exchange Commission. Our SEC filings are available to the public over the Internet at the SEC’s web site
at http://www.sec.gov and on the investor relations page of our website at http://www.shopoff.com. Except for
those SEC filings incorporated by reference in this prospectus, none of the other information on our website is
part of this prospectus. You may also read and copy any document we file with the SEC at its public reference
facilities at 100 F Street N.E., Washington, D.C. 20549. You can also obtain copies of the documents upon the
payment of a duplicating fee to the SEC. Please call the SEC at 1-800-SEC-0330 for further information on
the operation of the public reference facilities.

This prospectus omits some information contained in the registration statement in accordance with SEC
rules and regulations. You should review the information and exhibits included in the registration statement for
further information about us and the securities we are offering. Statements in this prospectus concerning any
document we filed as an exhibit to the registration statement or that we otherwise filed with the SEC are not
intended to be comprehensive and are qualified by reference to these filings. You should review the complete
document to evaluate these statements.

The SEC allows us to incorporate by reference much of the information that we file with it, which means
that we can disclose important information to you by referring you to those publicly available documents. The
information that we incorporate by reference is an important part of this prospectus. Some information con-
tained in this prospectus updates the information incorporated by reference, and information that we file in the
future with the SEC will automatically modify, supersede or update this prospectus. In other words, in the
case of a conflict or inconsistency between information in this prospectus and/or information incorporated by
reference into this prospectus, you should rely on the information contained in the document that was filed
later.

Incorporation By Reference

This prospectus incorporates by reference the following:

e Annual Report of Shopoff Properties Trust, Inc. on Form 10-K for the year ended December 31,
2009 filed with the SEC on March 30, 2010, including portions incorporated by reference therein to
our Definitive Proxy Statement on Schedule 14A, filed with the SEC on April 29, 2010;

e Current Reports of Shopoff Properties Trust, Inc. on Form 8-K, filed on February 9, 2010 and
February 11, 2010.

You may request a copy of these filings, other than an exhibit to a filing unless that exhibit is specifically
incorporated by reference into that filing, at no cost, by writing to us at the following address or calling us at
the following telephone number:

Shopoff Securities, Inc.
8951 Research Drive
Irvine, California 92618
(877) TSG-REIT
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EXHIBIT A

FORM OF SUBSCRIPTION AGREEMENT



For custodial accounts, please complete and send a copy of this Subscription Agreement along with your
Investor Questionnaire and Agreement to Shopoft Properties Trust at the address above. Shopoff Properties
Trust will review the subscription documents for accuracy and will forward to your Custodian within
48 hours. Your Custodian will complete their portion and send the subscription documents to Shopoff

EXHIBIT A

SUBSCRIPTION AGREEMENT
FOR SHARES OF
SHOPOFF PROPERTIES TRUST, INC.

INSTRUCTIONS FOR INVESTORS OTHER THAN CUSTODIAL ACCOUNTS:
WIRE TRANSFERS SHOULD BE SENT TO:

Wells Fargo Bank, N.A., as Escrow Agent for Shopoft Properties Trust, Inc.

Bank: Wells Fargo Bank

ABA: 121000248

Account: 0001038377

BNF: Corporate Trust Clearing

Attn: Amy Perkins

REF: Shopoff Trust Subscription Escrow

Name of investor:
RETURN COMPLETED SUBSCRIPTION AGREEMENT TO:
Shopoff Properties Trust

8951 Research Drive
Irvine, CA 92618

INSTRUCTIONS FOR CUSTODIAL ACCOUNTS:

Properties Trust and wire the appropriate funds to Wells Fargo, N.A.

QUESTIONS? CONTACT SHOPOFF PROPERTIES TRUST INVESTOR SERVICES:
Toll-free phone: 1-877-874-7348 (REIT) Fax: 949-417-1399 Email: info@shopoff.com

##%%% FOR OFFICE USE ONLY ###%%%

Check # - - Complied By: - - WIS - -
Batch # - - Input By: - - Region - -
Subscription # - - Proofed By: - - Territory - -
Deposit Date - - Posted By: - -

Admit Date - -
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SUBSCRIPTION AGREEMENT
FOR SHARES OF
SHOPOFF PROPERTIES TRUST, INC.

THIS SUBSCRIPTION AGREEMENT is made and entered into between Shopoff Properties Trust, Inc., a
Maryland corporation (the “Company’’), and the investor whose signature appears on the signature page
hereto (the “Investor’), and shall be effective as of the date of acceptance by the Company. The Investor
should read this Subscription Agreement carefully and execute the signature page.

1. - - SUBSCRIPTION AMOUNT AND PAYMENT. - -

The Investor hereby subscribes to acquire, on the terms and conditions set forth in this Subscription
Agreement, the number of the Company’s common shares, par value $0.01 per share (the “Shares”), set forth
on the signature page of this Subscription Agreement, upon payment to Wells Fargo Bank, N.A., as Escrow
Agent, of the aggregate subscription price for the subscribed Shares. The subscription price shall be $9.50 per
Share until the first 2,000,000 Shares are sold and then the subscription price will increase to $10.00 per
Share.

2. - - ACCEPTANCE BY THE COMPANY. - -

This Subscription Agreement shall be effective and binding upon the parties only when it has been
accepted and agreed to by the Company. The Company may accept or reject any subscription, in whole or in
part, in its sole and absolute discretion. Neither the Company nor any person or entity acting on behalf of the
Company may accept the Investor’s subscription until at least five business days after the date that the Inves-
tor receives the prospectus of the Company, dated April 29, 2010, as supplemented to date (the “‘Prospectus’).
This Subscription Agreement will be accepted upon receipt of a completed copy in good order executed by
the Investor. If the Company receives a check not conforming to the instructions provided in the Escrow
Agreement, it shall return such check directly to such investor not later than noon of the next business day
following its receipt. Checks of rejected investors will be promptly returned to such investors.

3. - - DISCLOSURE BY THE COMPANY. - -

The Company hereby advises the Investor that:

a.  All prospective investors are urged to carefully read the Prospectus. Prospective investors should
rely solely on the Prospectus in deciding whether or not to invest in the Company, and not on any
other information or representations from other sources.

b.  Prospective investors should understand the risks associated with an investment in the Company, as
described in the Prospectus, prior to submitting this Subscription Agreement to the Company.

c.  There is no public market for the Shares, and accordingly, it may not be possible to readily liquidate
an investment in the Company.

d. Prospective investors should not invest in Shares unless they have an adequate means of providing
for their current needs and personal contingencies, have no need for liquidity in this investment and
are prepared to bear the risk of an investment in the Company for an indefinite period of time.

e. BY EXECUTING THIS AGREEMENT, THE INVESTOR DOES NOT WAIVE ANY RIGHTS THE
INVESTOR MAY HAVE UNDER THE SECURITIES ACT OF 1933 OR THE SECURITIES
EXCHANGE ACT OF 1934.
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4. - - SPECIAL NOTICES. - -

SPECIAL NOTICE FOR CALIFORNIA RESIDENTS ONLY — CONDITIONS RESTRICTING
TRANSFER OF SHARES

260.141.11 Restrictions on Transfer.

(a)

(b)

The issuer of any security upon which a restriction on transfer has been imposed pursuant to
Sections 260.141.10 or 260.534 of the Rules (the ““Rules’’) adopted under the California Corporate
Securities Law of 1968 (the “Code”) shall cause a copy of this section to be delivered to each
issuee or transferee of such security at the time the certificate evidencing the security is delivered to
the issuee or transferee.

It is unlawful for the holder of any such security to consummate a sale or transfer of such security,
or any interest therein, without the prior written consent of the Commissioner (until this condition is
removed pursuant to Section 260.141.12 of the Rules), except:

(1) to the issuer;
(2) pursuant to the order or process of any court;

(3) to any person described in subdivision (i) of Section 25102 of the Code or Section 260.105.14
of the Rules;

(4) to the transferor’s ancestors, descendants or spouse, or any custodian or trustee for the account
of the transferor or the transferor’s ancestors, descendants, or spouse; or to a transferee by a
trustee or custodian for the account of the transferee or the transferee’s ancestors, descendants
or spouse;

(5) to holders of securities of the same class of the same issuer;
(6) by way of gift or donation inter vivos or on death;

(7) by or through a broker-dealer licensed under the Code (either acting as such or as a finder) to a
resident of a foreign state, territory or country who is neither domiciled in this state to the
knowledge of the broker-dealer, nor actually present in this state if the sale of such securities is
not in violation of any securities laws of the foreign state, territory or country concerned;

(8) to a broker-dealer licensed under the Code in a principal transaction, or as an underwriter or
member of an underwriting syndicate or selling group;

(9) if the interest sold or transferred is a pledge or other lien given by the purchaser to the seller
upon a sale of the security for which the Commissioner’s written consent is obtained or under
this rule not required;

(10) by way of a sale qualified under Sections 25111, 25112, 25113 or 25121 of the Code, of the
securities to be transferred, provided that no order under Section 25140 or subdivision (a) of
Section 25143 is in effect with respect to such qualification;

(11) by a corporation to a wholly owned subsidiary of such corporation, or by a wholly owned
subsidiary of a corporation to such corporation;

(12) by way of an exchange qualified under Section 25111, 25112 or 25113 of the Code provided
that no order under Section 25140 or subdivision (a) of Section 25143 is in effect with respect
to such qualification;

(13) between residents of foreign states, territories or countries who are neither domiciled or actually
present in this state;

(14) to the State Controller pursuant to the Unclaimed Property Law or to the administrator of the
unclaimed property law of another state;
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(15) by the State Controller pursuant to the Unclaimed Property Law or by the administrator of the
unclaimed property law of another state if, in either such case, such person (i) discloses to
potential purchasers at the sale that transfer of the securities is restricted under this rule,

(i1) delivers to each purchaser a copy of this rule, and (iii) advises the Commissioner of the
name of each purchaser;

(16) by a trustee to a successor trustee when such transfer does not involve a change in the benefi-
cial ownership of the securities; or

(17) by way of an offer and sale of outstanding securities in an issuer transaction that is subject to
the qualification requirement of Section 25110 of the Code but exempt from that qualification
requirement by subdivision (f) of Section 25102; provided that any such transfer is on the
condition that any certificate evidencing the security issued to such transferee shall contain the
legend required by this section.

(c) The certificates representing all such securities subject to such a restriction on transfer, whether upon
initial issuance or upon any transfer thereof, shall bear on their face a legend, prominently stamped
or printed thereon in capital letters of not less than 10-point size, reading as follows:

“IT IS UNLAWFUL TO CONSUMMATE A SALE OR TRANSFER OF THIS SECURITY, OR ANY
INTEREST THEREIN, OR TO RECEIVE ANY CONSIDERATION THEREFOR, WITHOUT THE PRIOR
WRITTEN CONSENT OF THE COMMISSIONER OF CORPORATIONS OF THE STATE OF
CALIFORNIA, EXCEPT AS PERMITTED IN THE COMMISSIONER’S RULES.”

SPECIAL NOTICE FOR NORTH CAROLINA RESIDENTS ONLY — SUITABILITY STANDARDS

You must qualify for this investment based on the following higher suitability standards for subscribers
residing in North Carolina:

North Carolina: Investors must have either: (1) a minimum net worth of at least $300,000; or (2) a
minimum annual gross income of at least $100,000 and a net worth of at least $100,000.
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SIGNATURE PAGE TO SUBSCRIPTION AGREEMENT

Please separately initial each representation where indicated in this Subscription Agreement and sign the
appropriate lines below. Except in the case of fiduciary accounts, the investor may not grant any person a
power of attorney to make such representations on his or her behalf. Each investor must sign and date this
section. If title is to be held jointly, all parties must sign. If the registered owner is a partnership, corporation
or trust, a general partner, officer or trustee of the entity must sign.

The Investor has executed this Subscription Agreement as of the date set forth below.

Signature of Investor Signature of Joint Owner (if applicable)

Date: - - Date: - -

Signature of Custodian/Trustee (if applicable)

Date: - -

(MUST BE SIGNED BY CUSTODIAN OR TRUSTEE IF IRA OR QUALIFIED PLAN)

Accepted by Shopoff Properties Trust, Inc.

By:
Name: - -
Title: - -
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5. - - INVESTOR REPRESENTATIONS (INITIAL ALL REPRESENTATIONS) - -

a. Taxpayer Identification Number Confirmation: The Investor, under
penalties of perjury, certifies that (1) the taxpayer identification number
shown on the Subscription Information page herein is the Investor’s
correct taxpayer identification number (or the Investor is waiting for a
number to be issued to it), and (2) the Investor is not subject to backup
withholding either because he has not been notified by the Internal
Revenue Service (“IRS”) that he is subject to backup withholding as a
result of a failure to report all interest or dividends, or the IRS has
notified the Investor that the Investor is no longer subject to backup
withholding. NOTE: CLAUSE (2) IN THIS REPRESENTATION
SHOULD BE CROSSED OUT IF THE WITHHOLDING BOX HAS

BEEN CHECKED IN INVESTOR INFORMATION SECTION. Initials Initials

b. Other Representations and Warranties. Please separately initial each of
the representations below. Except in the case of fiduciary accounts, the
Investor may not grant any person a power of attorney to make such
representations on its behalf. In order to induce the Company to accept
this subscription, the Investor hereby represent and warrants to the
Company as follows:

(1) I have received the Prospectus, and I am purchasing Shares for my

own account. Initials Initials

(2) Thave (1) a minimum net worth (exclusive of my home, home
furnishings and personal automobiles) of at least $250,000; or (2) a
minimum annual gross income of at least $70,000 and a minimum
net worth of at least $70,000. In addition, I meet any applicable
higher suitability requirements imposed by my state of primary
residence described in the Prospectus under “SUITABILITY

STANDARDS.” Initials Initials

(3) T acknowledge that there is no public market for the Shares and,

thus, my investment in Shares is not liquid. Initials Initials

(4) T accept and agree to be bound by the terms and conditions of the

Company’s Articles of Incorporation and Bylaws. Initials Initials

(5) If I am a California resident or if the Person to whom I subse-
quently propose to assign or transfer any Shares is a California
resident, then, pursuant to the special notice to California residents
set forth in Section 4 of this Subscription Agreement, I may not
consummate a sale or transfer of my Shares, or any interest therein,
or receive any consideration therefor, without the prior written
consent of the Commissioner of the Department of Corporations of
the State of California, except as permitted in the Commissioner’s
Rules, and I understand that my Shares, or any document
evidencing my Shares, will bear a legend reflecting the substance

of the foregoing understanding. Initials Initials

The Investor declares that the information supplied in this Section 5, and the other information provided
by the Investor in completing this Subscription Agreement, is true and correct and may be relied upon by the
Company in connection with the Investor’s investment in the Company.
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6. - - ELECTRONIC DELIVERY OF REPORTS AND UPDATES - -

I authorize Shopoff Properties Trust, Inc. to make available on its website at www.shopoff.com its
quarterly reports, annual reports, proxy statements, prospectus supplements or other reports required to be
delivered to me, as well as any property or marketing updates, and to notify me via e-mail when such reports
or updates are available in lieu of receiving paper documents. Send notices to: (you must provide an e-mail
address if you choose this option)

E-Mail Address:

(May not be initially available)
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Amount of Subscription: $ - -

Number of Shares: - -

Initial Investment -or- Additional Investment
Shares are being purchased through a
Registered Investment Advisor or net of
commission

State of Sale: - -

_ Individual _ Tenants-In-Common

_ Married Person,
Separate Property

_ Joint Tenants

_ Custodian for: _
UGMA _ UTMA

_ Community Property

_ Other State of UGMA or
(specify) UTMA:____
Title Line
I --
Title Line
2.

Tax Identification Number: - -

Subscription Information

Investor Information

Investor 1 Name: - -
Investor 2 Name: - -
Address Line 1: - -
Address Line 2: - -

City, State, Zip Code: - -
Phone 1 (daytime): - -
Phone 2 (evening): - -
Fax Number: - -

Email: - -

_ US Citizen _ US Citizen
residing outside the US

_ Foreign Citizen, Country: - -
_ Check this box if you are
subject to backup withholding

Investment Type (check one)

_IRA _ Keogh

(H.R. 10)
_ SEP IRA _ Pension Plan
_ ROTH IRA _ Profit Sharing

Plan

Investment Title
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Qualified Plans Only — Trustee

(Custodian) Information
Trustee Name - -

Trustee Address 1 - -
Trustee Address 2 - -

Trustee City, State, Zip Code - -

Trustee Telephone # - -

Trustee Tax Identification Number - -

Investor’s Account Number with Trustee - -

_ Corporation or
Partnership (Please attach
agreement/corporate
resolution)

_ Non-Profit Organization
(Please attach
agreement/corporate
resolution)

_ Trust (_ Taxable

_ Tax-Exempt)

_ Charitable Remainder
Trust

(For Trusts, please
attach pages of trust
which list name of
trust, trustees,
signatures and date)



Broker-Dealer and Registered Representative Information

Full Legal Name:
Shopoff Securities Inc.

Contact Person:
Investor Relations

Contact Person Email Address:

info@shopoff.com
Broker Dealer Address:

8951 Research Drive
City, State, Zip:

Irvine, CA 92618
Phone: 949-417-1396
FINRA/CRD Number: 142866
Tax ID Number: 20-5666784

Representative Name: - -

Representative Address:
8951 Research Drive

Representative’s City, State, Zip:

Irvine, CA 92618
Representative’s Phone: - -

Representative’s Email: - -

Advisor Number: - -

_ REGISTERED INVESTMENT
ADVISOR (RIA): All sales of Common
Stock must be made through a
Broker/Dealer. If an RIA has introduced
a sale, the sale must be conducted
through (i) the RIA in its Capacity as a
Registered Representative, if applicable;
(i1) a Registered Representative of a
Broker/Dealer which is affiliated with
the RIA, if applicable; or (iii) if neither
(1) or (ii) is applicable, an unaffiliated
Broker/Dealer.

Distribution/Dividend Information (Choose one of the following options):

OPTION 1

_ Send dividends via check to
investor’s home address (not
available for qualified plans)

OPTION 2

_ Send dividends via check to
third-party payee listed below:
(not available for qualified
plans without custodial
approval)

NAME - -
ADDRESS - -

CITY, STATE, ZIP - -
ACCOUNT # - -

OPTION 3 (Direct Deposit)

_ 1 authorize Shopoff Properties Trust,
Inc. or its agent (collectively, “Shopoff™)
to deposit my dividends to the checking
or savings account identified below. This
authority will remain in force until I
notify Shopoff in writing to cancel it. In
the event that Shopoff deposits funds
erroneously into my account, Shopoff is
authorized to debit my account for an
amount not to exceed the amount of the
erroneous deposit.

Financial Institution Name - -
ABA/Routing Number - -

Account Number - -

(for Direct Deposit, please enclose a
voided check).



Registered Representative, Broker Signatures

The Investor’s registered representative (the “Registered Representative’) must sign below to complete
the order. The Registered Representative hereby warrants that it is duly licensed and may lawfully sell Shares
in the state designated as the Investor’s legal place of residence on the Subscription Information page herein
or the state in which the sale was made, if different. The Registered Representative warrants that it has rea-
sonable grounds to believe this investment is suitable (pursuant to Section 2310 of FINRA’s Conduct Rules)
for the Investor and that it has informed the Investor of all aspects of liquidity and marketability of this
investment pursuant to Section 2310 of FINRA’s Conduct Rules.

The undersigned confirm by their signatures that they recognize and have complied with their obligations
under the FINRA’s Conduct Rules, and that they (1) have reasonable grounds to believe that the information
and representations concerning the Investor are true, correct and complete in all respects; (2) have discussed
the Investor’s prospective purchase of Shares with the Investor; (3) have advised the Investor of all pertinent
facts with regard to the lack of liquidity and marketability of the Shares; (4) have delivered a current Prospec-
tus and related supplements, if any, to the Investor; (5) have reasonable grounds to believe that the purchase
of Shares is a suitable investment for the Investor, that the Investor meets the suitability standards applicable
to the Investor set forth in the Prospectus and related supplements, if any, and that the Investor is in a finan-
cial position to enable the Investor to realize the benefits of such an investment and to suffer any loss that
may occur with respect thereto; and (6) believe, to the best of their knowledge, that the information provided
in this Subscription Agreement is true, correct and complete, including, but not limited to, the Investor’s
taxpayer identification number.

I attest that I am a Registered Broker subject to the USA PATRIOT Act. In accordance with Section 326
of the Act, I have performed a Know Your Customer review of each investor who has signed this Subscription
Agreement in accordance with the requirements of the Customer Identification Program.

Registered Representative Signature Branch Manager Signature
(If required by Broker-Dealer)

Date: - - Date: - -

All items on the Subscription Agreement must be completed in order for a prospective investor’s sub-
scription to be processed.
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EXHIBIT B
PRIOR PERFORMANCE TABLES

Prior Performance Tables

The information in this section and in the Prior Performance Summary included in this prospectus begin-
ning on page 78 show relevant summary information concerning real estate programs sponsored by our
sponsor and its affiliates. The Prior Performance Tables set forth information as of the dates indicated regard-
ing certain of these prior programs as to (1) experience in raising and investing funds (Table I);

(2) compensation to sponsor (Table II); (3) tax results of prior real estate programs (Table III); (4) results of
completed operations (Table IV); and (5) sales or disposals of property (Table V). Additionally, Table VI,
which is contained in Part II of the registration statement for this offering and which is not part of the pro-
spectus, provides certain additional information relating to properties acquired by the prior real estate
programs. We will furnish copies of Table VI to any prospective investor upon request and without charge.
The purpose of the prior performance tables is to enable you to evaluate the experience of our sponsor and its
affiliates in sponsoring like programs.

The Table IIT and Table V data for all private programs (which are generally formed using limited part-
nerships) are prepared and presented in accordance with the cash basis of accounting for income tax purposes.
This is because most, if not all, of the investors in these private programs are individuals required to report to
the Internal Revenue Service using the cash basis of accounting for income tax purposes, and the limited
partnerships are required to report using such basis when more than 50% of their investors are taxpayers that
report using the cash basis of accounting for income tax purposes. This presentation was made for consistency
and to present results meaningful to the typical individual investor who invests in a limited partnership.

The various prior performance tables contain program specific results for certain programs classified as
“Programs Similar in Nature to Registration Statement Objectives” in the prior performance summary of the
Registration Statement. As the prior performance tables contain date specific information, several of the pro-
grams under the classifications above have been excluded from the prior performance tables. The
classifications are described more fully in the Prior Performance Summary of this Registration Statement.

Prior programs were deemed to be similar in nature to registration statement objectives if the program
raised funds from private placement offerings for the purpose of acquiring real estate as long term investments
for eventual sale. Investments in real estate include the purchase of unentitled and un-developed land, as well
as income producing properties.

Glossary of Terms

Listed below are various prior performance table terms and their related definitions. This glossary of
terms is intended to aid the prospective investor as they evaluate the experience of our sponsor and its affili-
ates in sponsoring like programs.

Acquisition Expenses — expenses including but not limited to legal fees and expenses, travel and com-
munication expenses, costs of appraisals, non-refundable option payments on property not acquired,
accounting fees and expenses, title insurance, and miscellaneous expenses related to selection and acquisition
of properties, whether or not acquired.

Acquisition Fee — The total of all fees and commissions paid by any party in connection with making or
investing in mortgage loans or the purchase, development or construction of property by a program. Included
in the computation of such fees or commissions shall be any real estate commission, selection fee, develop-
ment fee, construction fee, nonrecurring management fee, loan fees or points paid by borrowers to the sponsor
in programs which make or invest in mortgage loans, or any fee of a similar nature, however designated.
Excluded shall be development fees and construction fees paid to persons not affiliated with the sponsor in
connection with the actual development and construction of a project.

Affiliate — (i) any person directly or indirectly controlling, controlled by or under common control with
another person (ii) any person owning or controlling 10% or more of the outstanding voting securities of such
other person (iii) any officer, director, partner of such person and (iv) if such other person is an officer, direc-
tor, or partner, any company for which such person acts in any such capacity.
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Allocation of Project Costs — expenditures authorized and paid by a particular program as required to
meet the particular programs objectives as a percentage of the dollar amount raised by the sponsor.

Capital Contribution — the gross amount of investment in a program by a participant, or all participants
as the case may be. Unless otherwise specified, capital contribution shall be deemed to included principal
amounts to be received on account of mandatory deferred payments.

Cash Flow — program cash funds provided from operations, including lease payments on net leases from
builders and sellers, without deduction for depreciation, but after deducting cash funds used to pay all other
expenses, debt payments, capital improvements and replacements.

Competitive Real Estate Commission — that real estate or brokerage commission paid for the purchase or
sale of property which is reasonable, customary and competitive in light of the size, type and location of the

property.

Dollar Amount Offered — the amount of funds that the sponsor was seeking to raise through a confiden-
tial private placement offering for limited partnership interests in a specific program the sponsor was forming.

Dollar Amount Raised — the actual amount of funds that the sponsor raised through a confidential private
placement offering for limited partnership interests in a specific program the sponsor was forming.

Financing — all indebtedness encumbering program properties or incurred by the program, the principal
amount of which is scheduled to be paid off over a period of not less than 48 months, and not more than
50 percent of the principal amount of which is scheduled to be paid during the first 24 months. Nothing in
this definition shall be construed as prohibiting a bona-fide pre-payment provision in the financing agreement.

Outstanding Project Cash — amount of cash raised by a particular program from all sources including
third-party debt financing, limited and general partner contributions, and other project loans that has not been
used for expenditures authorized and paid by a particular program.

Program — a limited or general partnership, a limited liability company, joint venture, unincorporated
association or similar organization other than a corporation formed and operated for the primary purpose of
investment in and the operation of or gain from an interest in real property including such entities formed to
make or invest in mortgage loans. A program includes the offering by the sponsor of securities, the proceeds
of which are to be used for investments in real estate and real estate related assets. The purchaser of the
securities offered by the sponsor acquires an indirect economic interest in any asset(s) purchased by the pro-
gram through their ownership of a limited partnership interest or a membership interest in a limited liability
company, as applicable, but not a direct interest in the underlying asset(s).

Program Management Fee — a fee paid to the sponsor or other persons for management and administra-
tion of the program.

Project Costs — expenditures authorized and paid by a particular program as required to meet the particu-
lar programs objectives. Expenditures typically include the land purchase price, acquisition expenses,
acquisition fees, loan expenses, loan fees, loan interest, management fees, engineering and consulting
expenses, agency fees, accounting and tax expenses, copying and printing expenses, political and charitable
contributions, and other small miscellaneous charges such as wiring fees and delivery charges.

Purchase Price — the price paid upon the purchase or sale of a particular property, including the amount
of acquisition fees and all liens and mortgages on the property, but excluding points and prepaid interest.
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Sponsor — a “Sponsor” is any person directly or indirectly instrumental in organizing, wholly or in part,
a program or any person who will manage or participate in the management of a program, and any affiliate of
any such person, but does not include a person whose only relation with the program is as that of an indepen-
dent property manager, whose only compensation is as such. “Sponsor’’ does not include wholly independent
third parties such as attorneys, accountants, and underwriters whose only compensation is for professional
services rendered in connection with the offering of syndicate interest. A person may also be a sponsor of the
program by:

(1) Taking the initiative, directly or indirectly, in founding or organizing the business or enterprise of
the program, either alone or in conjunction with one or more other persons.

(i) Receiving a material participation in the program in connection with the founding or organizing of
the business of the program, in consideration of services or property, or both services and property.

(iii) Having a substantial number of relationships and contacts with the program.
(iv) Possessing significant rights to control program properties.

(v) Receiving fees for providing services to the program which are paid on a basis that is not customary
in the industry.

(vi) Providing goods or services to the program on a basis which was not negotiated at arm’s-length with
the program.
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Table 1
EXPERIENCE IN RAISING AND INVESTING FUNDS (UNAUDITED)

Table I presents the experience of the Company in raising and investing funds in prior programs where
the offering closed in the three years prior to December 31, 2009.

TSG Two TSG TSG Carbon
Groves® Little Valley®  Tanglewood® Waterview® El Toro‘® Canyon™

Dollar Amount Offered . . .......... $10,141,000  $4,100,000 $ 549,888 $1,771,844 $2,245,000 $27,800,000
Dollar Amount Raised. . .. ......... $10,435,663  $4,226,938 $ 296,131 $1,772,000 $1,859,000 $19,061,953
Percentage Amount Raised. . . .. ... .. 102.91% 103.10% 53.85% 100.01% 288.22% 68.57%
Less offering expenses:

Selling commissions . ........... — — — — — —

Marketing support &

Due diligence Reimbursement . . . . — — — — — —
Organization and offering expenses . . — — — — — —
Due diligence allowance. . ... ... .. — — — — — —
Reserves . ................... — — — — — —

% available for investment. . ... ..... 102.91% 103.10% 53.85% 100.01% 288.22% 68.57%
Project Costs:
Outstanding Project Cash . . . ... ... 0% 0% 0% 0% 0% 0%
Loans to Related Entities® . . .. .. .. 0% 0% 0% 0% 118% 1%
Land Costs. . . ................ 87% 85% 51% 141% 74% 16%
Capitalized Project Costs . .. ...... 65% 19% 653% 34% 0% 2%
LoanFees . .................. 3% 3% 20% 0%
Acquisition Fees Paid . .. .......... 1% 3% 0% 0% 5% 0%
Allocation of Project Costs. . .. ...... 157% 109% 724% 175% 198% 20%
Available Proceeds used for Project
Costs™. ... ... ... ... .. .... 98.53% 49.39% 12.90% 58.74% 100.00% 53.92%
Percent Leveraged . .............. 37.63% 110.93% 93.32% 40.09% 0.00% 430.38%
Date offering began. . . .. .......... 02/25/98 08/17/04 10/07/99 12/18/06 12/01/06 10/19/98
Date offering ended. . . .. .......... 12/31/08 12/31/08 12/31/05 12/31/08 12/09/09 10/13/09
Length of offering (months) . . . ... ... 130 52 75 24 36 132
Months to invest 90% of amount avail-
able for investment (measured from
beginning of offering) . .......... 21 17 1 3 2 26
Number of investors . .. ........... 38 32 8 27 15 123

(a) Loans to Related Entities represent the investment of funds resulting in receivables to the programs.
Receivables include refundable escrow deposits, loans to related entities, and capital investments in
related entities.

(b) For the entities where the Project Cost percentage exceeds 100%, the entities leveraged the properties
and/or received miscellaneous income from program activities (upon acquisition and/or thereafter) and
used part of the net proceeds to finance entitlement/acquisition of the properties. Offering proceeds that
were not expended were distributed to the investors as a return of capital. Excess contributions were also
returned to investors as a return of capital. Please see detail on Table 3.

(c) Refers to program number 24 in the Prior Performance Summary beginning on page 78.
(d) Refers to program number 28 in the Prior Performance Summary beginning on page 78.
(e) Refers to program number 20 in the Prior Performance Summary beginning on page 78.
(f) Refers to program number 21 in the Prior Performance Summary beginning on page 78.
(g) Refers to program number 23 in the Prior Performance Summary beginning on page 78.

(h) Refers to program number 22 in the Prior Performance Summary beginning on page 78.
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Table II presents the types of compensation paid to Sponsor and affiliates in connection with prior offer-

Table 11

COMPENSATION TO SPONSOR (UNAUDITED)

ings that closed in the three years prior to December 31, 2009.

Date Offering Commenced. . . . . ... ...

Dollar Amount Raised . . . . . .. ... ...

Amount paid to Sponsor from Proceeds of
Offering:

Selling Commissions to Selling Group . . . .

Marketing Support &
due Diligence Reimbursement

Organization & Offering Expenses
Due Diligence Allowance . . . .. ... ...
Loanfees. . . ... ... ...........

Amount paid to Sponsor for Real Estate
Commissions and Disposition Fees. . . . .

Amount paid to Sponsor for Management of
Real Estate Owned

Dollar Amount of Cash Generated from
Operations Before Deducting payments to
Sponsor. . . ...

Amount Paid to Sponsor from Opera-
tions — 2007

Property Management Fees . . . . . . . ..

Asset management Fees. . . . .. ... ..

Leasing Commissions . . . . ... ... ..

Total . . . ... ... ..
Amount Paid to Sponsor from Opera-

tions — 2008

Property Management Fees . . . . . .. ..

Asset management Fees. . . . . . ... ..

Leasing Commissions . . . . . . ... ...

Total . . . ... ... ... ..
Amount Paid to Sponsor from Opera-

tions — 2009

Property Management Fees . . . . . . . ..

Asset management Fees. . . . . . ... ..

Leasing Commissions . . . . . . ... ...

Total . . . ... ... ... ... ...

Cumulative cash flow from operations . . . .

TSG Two TSG Carbon
Groves™® Little Valley®™ Tanglewood© Waterview® TSG El Toro®  Canyon® Totals
2/25/1998 8/17/2004 10/7/1999 12/18/2006 12/19/2006 10/19/1998

$10,435,663 $4,226,938 $ 296,131 $ 1,772,000 $ 1,859,000 $ 19,061,953 $37,557,890
$ — $ — $ — $ — 3 —  $ — 3 —
_ _ _ _ _ — 3 _

_ _ _ _ _ B _

_ _ _ _ _ — 3 _

— 125,500 — — — — $ 125,500

67,600 109,500 — 50,000 100,000 — 327,100

$ 67,600 $ 235,000 $ — $ 50,000 $ 100,000 — $ 452,600
$ 9,858,435 $ — $ 347,929 $ 249,000 $ — $ — $10,455,364
$ 911,869 $ 600,000 $ — $ 220,000 $ 456,480 $ 625,600 $ 2,813,949
$22,456,112 $ (443,591) $1,419,729 $ 767,000 $ (1,859,000) $(15,080,009) $ 7,260,241
$ — $ — $ — $ — 3 — 3 — 3 —
$ — $ — $ — $ — 3 — 3 — 3 —
— — — — 3 — 3 — 3 —

$ — $ — $ — $ — 3 — 3 — 3 —
— — — — 3 —  $ — 3 —

$ — $ — $ — $ — 3 — — 3 —
$22,456,112 $ (443,591) $1,419,729 $ 767,000 $ (1,859,000) $(15,080,009) $ 7,260,241

(a) Refers to program number 24 in the Prior Performance Summary beginning on page 78.

(b) Refers to program number 28 in the Prior Performance Summary beginning on page 78.

(c) Refers to program number 20 in the Prior Performance Summary beginning on page 78.

(d) Refers to program number 21 in the Prior Performance Summary beginning on page 78.

(e) Refers to program number 23 in the Prior Performance Summary beginning on page 78.

(f) Refers to program number 22 in the Prior Performance Summary beginning on page 78.



Table III
Tax Results of Prior Programs

This Table presents Results of Operations on an income tax basis for prior programs, offerings of which
have closed in the most recent five years.

2009 2008™ 2007 2006V 2005
Reconciliations:
Income
Capital Gain (Loss). . . . .. ... ..... $ (1,144,456) $ — $2,930,109.00 $14,630,795.00 $36,838,376
Operating Income (Loss) . . ........ — 773,648 7,356 8,577 783
Income (Loss) from rental activities. . . . (617) 32,462 (616,805) (125,885) (199,626)
Interest Income . . ... ........... 22,920 402,374 14,393 18,113 53,958
Portfolio Expenses
Deduction related to Portfolio . ... ... $ — 3 — % — $  (1,443,918) $(1,225,573)
Expense related to Portfolio . ... .... — — — — —
Interest Expense. . . . .. .......... — — — — (123,887)
Investment Interest Expense. . . . . .. .. (6,388,425) (441,964) (328,149) — —
Subtotal . . . .. ... ... ... (7,510,578) 766,510 2,006,904 13,087,682 35,344,031
Other Expenses
Guarantee payment to partners . . . . . . . $ — S — 3 — $ — 3 —
Contribution . . . . .............. — (5,550) (3,625) (3,167) (4,750)
Guarantee Payment . . . . ... ....... — — — — —
Income (Expenses) from K-1. . ... ... (7,527,491) 743,382 1,991,840 13,060,474 35,157,426
Net Income (Loss) per book . . ...... $(11,399,032) $ 736,938 $ 1,957,292 $ 12,985,899 $35,117,767
Less: Cash Distributions From:
Operating Activities — to Investors. . . . . $ 17,991 $ — 3 — $ 13,147,528 $35,703,978
Investing & Financing Activities. . . . . . — — — — —
Other — (Return of Capital) . . .. ... .. 249,606 4,928,296 1,716,445 (204,396) 5,297,378
Total Cash Distributions . . . . ... .. .. 267,597 4,928,296 1,716,445 12,943,132 41,001,356
Cash Generated (Deficiency) after Cash
Distributions . . . ... .......... (11,666,629) (4,191,358) 240,847 42,767 (5,883,589)
Tax and Distribution Data Per $1,000
invested
Federal Income Tax Results:
Ordinary Income (Loss):
From Operations . . . . . ......... $ S $ 799 $ (646) $ (193) $ (240)
From Recapture . . . ........... — — — — —
Capital Gain (Loss). . . . ... ....... (11,418) (465) 2,589 13,160 35,427
Cash Distributions to Investors:
Sources (on GAAP basis)
Operating Activities . . . . .. ... ... $ 73 3 1,103 $ — $ — 3 —
Investment Income. . . ... ....... 42 19,970 3,737 5,486
Return of Capital. . . . ... ....... — — 6,936 — 2,156
Sources (on Cash basis)
Operations. . . . .............. $ 73 $ 1,103 $ — $ — 3 —
Investment Activities® . . ... ... .. 42 19,970 3,737 5,486
Refinancing . . . . ............. — — — — —
Other (Return of Capital). . . ... ... — — 6,936 — 2,156

(a) For detail on the Results of Operations refer to page B-8 of the Prior Performance Tables. Page B-8
details each separate program whose individual Results of Operations in aggregate equal the totals below.

(b) For detail on the Results of Operations refer to page B-10 of the Prior Performance Tables. Page B-10
details each separate program whose individual Results of Operations in aggregate equal the totals below.

(c) For detail on the Results of Operations refer to page B-11 of the Prior Performance Tables. Page B-11
details each separate program whose individual Results of Operations in aggregate equal the totals below.

(d) For detail on the Results of Operations refer to page B-13 of the Prior Performance Tables. Page B-13
details each separate program whose individual Results of Operations in aggregate equal the totals below.
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(e) For detail on the Results of Operations refer to page B-14 of the Prior Performance Tables. Page B-14

)

details each separate program whose individual Results of Operations in aggregate equal the totals below.

Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addi-
tion to general operating income and expenses, the disposition of asset(s) within a program is the primary
source of profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s)
owned within a program and lending activities include the repayment of debt placed by a program as a
real estate related investment.
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Table III
Tax Results of Prior Programs — 2009

Table III presents results of operations on an income tax basis for prior programs, offerings of which
have closed in the most recent five years.

TSG Fund  TSG Fund  TSG Little TSG El Carbon
Groves™ 11, LP® 11, LP® Valley® Toro® Canyon® Total 2009

Reconciliations:
Income
Capital Gain (Loss) . . . . . . ... $ — $ — $ — $(298.428) $(1,717,607) $ 871,579 $ (1,144,456)
Operating Income (Loss) . . . . . . — — — — — — —
Income (Loss) from rental activi-

HES « .o — (617) — — — — (617)
Interest Income . . . . ... .. .. — — 22,920 — — — 22,920

Portfolio Expenses
Deduction related to

Portfolio. . . . ... ... .. .. $  — $ — $ — $ — 3 — % — 3 —
Expense related to Portfolio . . . . — — — — — — —
Interest Expense . . . . ... ... — — — — — — —
Investment Interest Expense . . . . — — — (91,962) (225,810)  (6,070,653) (6,388,425)
Subtotal . . . .. ... ... ... . $  — $(617) $ 22,920 $(390,390)  $(1,943,417) $(5,199,074) $ (7,150,578)
Other Expenses
Guarantee payment to

partners . . . .. ... ... ... $§ — $ — $ — $ — 3 — — 3 —
Total Other Deductions . . . . . . . — — (3,880) (3,190) (8,140) (1,703) (16,913)
Contribution . . . . ... ... .. — — — — — — —
Guarantee Payment . . . . . . . .. — — — — — — —
Income (Expense) from K-1 . . . . $  — $(617) $ 19,040 $(393,580)  $(1,951,557) $(5,200,777) $ (7,527,491)
Net Income (Loss) per book . . . . $(2,750) $(709) $ 17,991 (393,580)  $(1,951,807) $(9,068,177) $(11,399,032)

Less: Cash Distributions From:

Operating Activities — to Inves-
OIS & o v v e 5 — $ — $ 17,991 $ — 3 — % — 3 17,991

Investing & Financing Activities — — — — — — _

Other — (Return of
Capital). . . .. ... ..... — — 84,929 93,666 — 71,011 249,606

Total Cash Distributions . . . . . — — 102,920 93,666 — 71,011 267,597

Cash Generated
(Deficiency) after Cash Distri-
butions . . . ... ... .. .. $(2,750) $(709) $(84,929) $(487,246)  $(1,951,807) $(9,139,188) $(11,666,629)

Tax and Distribution Data Per
$1,000 invested

Federal Income Tax Results:
Ordinary Income (Loss):
From Operations . . . . .. ... $ 3 $ $ (O — S — — 3 5)
From Recapture. . . . . ... .. — — — — — — —
Capital Gain (Loss) . . . . .. ... $ — $ — $ 4) $ 394) $ (1,952) $ (9,068) $ (11,418)

Cash Distributions to
Investors:

Sources (on GAAP basis)
Operating Activities . . . . . . . $ — $ — $ 51 $ 2 $ — $ — 73
Investment Income . . . . . . .. — — — — — i _
Return of Capital . . . . . .. .. — — — — — — _
Sources (on Cash basis)
Operations . . . . . ....... $ — $ — $ 51 $ 2 $ — $ — 73
Investment Activities® . . . . . . — — - — _ _ _
Refinancing . . . . ... ... .. — — — — — — _
Other (Return of Capital) . . . . — — — — — — _

(a) Refers to program number 24 in the Prior Performance Summary beginning on page 78.
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(b)
()
(d)
(e)
()
(2

Refers to program number 30 in the Prior Performance Summary beginning on page 78.
Refers to program number 32 in the Prior Performance Summary beginning on page 78.
Refers to program number 28 in the Prior Performance Summary beginning on page 78.
Refers to program number 23 in the Prior Performance Summary beginning on page 78.
Refers to program number 22 in the Prior Performance Summary beginning on page 78.

Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addi-
tion to general operating income and expenses, the disposition of asset(s) within a program is the primary
source of profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s)
owned within a program and lending activities include the repayment of debt placed by a program as a
real estate related investment.
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Table III
Tax Results of Prior Programs — 2008 (Unaudited)

Table III presents results of operations on an income tax basis for prior programs, offerings of which
have closed in the most recent five years.

TSG TSG TSG
Fund II, Fund III, Little TSG TSG EI Carbon Total
Groves™ Springbrook II™  LP LP<@ Valley®  Waterview® Toro® Canyon™ 2008

Reconciliations:
Income
Capital Gain (LOsS). . . . . . . . . v oo 5 — $ — $ — 3 — $ — 3 — $ — $ —  $ —
Operating Income (Loss) . . . . . ... ... .... — — — — — 773,648 $ — $ — 773,648
Income (Loss) from rental activities . . . . . . . .. — — 32,452 — — — $ — $ — 32,452
Interest Income . . . . . . . . ... ... — 172 2,988 399,214 — — $ — $ — 402,374
Portfolio Expenses
Deduction related to Portfolio. . . . . .. ... ... $ — $ — $ — 8 — — 3 — $ — $ — 3 —
Expense related to Portfolio. . . . . . ... ... .. — — — — — — $ — $ — —
Interest Expense . . . . . .. ... ... ... — — — — — — — — —
Investment Interest Expense . . . . . .. ... ... — — — — — — — (441,964) (441,964)
Subtotal. . . . . . ... $ — $ 172 $35,440 $ 399214 $ — 773,648 — (441,964) $ 766,510
Other Expenses
Guarantee payment to partners . . . . . . . . .. .. $  — $ — $ — 8 — $ — $ — $ — $ —  $ —
Total Other Deductions . . . . . . ... ... .... (1,669) (7,216) — (5,393) (875) — — (2,425) (17,578)
Contribution . . . . . . ... ... (250) — — — — — — (5,300) (5,550)
Guarantee Payment . . . . . . ... ... ... — — — — — — — — —
Income (Expense) from K-1 . . .. ... ... ... $(1,919) $ (7,044) $35,440 $ 393821 $ (875) $§ 773,648 $ — $(449,689) $ 743,382
Net Income (Loss) per book . . . . ... ...... $(5,509) $ (7,044) $34,686 $ 393,821 (1,375) $ 773,648 $(800) $(450,489) $ 736,938
Less: Cash Distributions From:

Operating Activities — to Investors. . . . . . . . . $ — $ — $ — 3 — — 3 — $ — $ — 3 —

Investing & Financing Activities . . . . . . . . .. — — — — — — $ — — —

Other — (Return of Capital) . . . ... ... ... — 27,000 — 2,065,145 297,151 2,539,000 $ — — 4,928,296

Total Cash distributions . . . . . ... ... ... — 27,000 — 2,065,145 297,151 2,539,000 $ — — 4,928,296

Cash Generated (Deficiency) after Cash Distribu-

HONS . . . v v v o $(5,509) $(34,044) $34,686 $(1,671,324) $(298,526) $(1,765,352) $(800) $(450,489)  $(4,191,358)

Tax and Distribution Data Per $1,000 invested
Federal Income Tax Results:
Ordinary Income (Loss):

From Operations . . . . . . . .. ......... $ @ $ — $ 329 — % (nH $ 774 $ (1) $ 1 $ 799

From Recapture . . . . . .. ... ... ... .. — — — — — — — — —
Capital Gain (Loss) . . . . . . . . ... ... .... 2) @) — (5) (1 — $ — $ 4500 $ (465)
Cash Distributions to Investors:
Sources (on GAAP basis)

Operating Activities . . . . . .. .. ... .... $  — $ — $ — 3 1,031 $ 72 °$ — $ — $ —  $ 1,103

Investment Income . . . . . . .. ... ... — 42 — — — — — — 42

Return of capital . . . . . . ... ... ... ... — — — — — — — ” —
Sources (on Cash basis)

Operations . . . . . . . ..o.o.i $ — $ — $ — 3 1,031 $ 72 $ — $ — $ —  $ 1,103

Refinancing. . . . . . . . ... ... ... — — — — — — — — 42

Investment Activities” . . . . . .. ... ... .. — 42 _ _ _ _ _ _ _
Other (Return of Capital). . . . . ... ... ... — — — — — — — — _

(a) Refers to program number 24 in the Prior Performance Summary beginning on page 78.
(b) Refers to program number 25 in the Prior Performance Summary beginning on page 78.
(c) Refers to program number 30 in the Prior Performance Summary beginning on page 78.
(d) Refers to program number 32 in the Prior Performance Summary beginning on page 78.
(e) Refers to program number 28 in the Prior Performance Summary beginning on page 78.
(f) Refers to program number 21 in the Prior Performance Summary beginning on page 78.
(g) Refers to program number 23 in the Prior Performance Summary beginning on page 78.
(h) Refers to program number 22 in the Prior Performance Summary beginning on page 78.

(i) Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addi-
tion to general operating income and expenses, the disposition of asset(s) within a program is the primary
source of profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s)
owned within a program and lending activities include the repayment of debt placed by a program as a
real estate related investment.
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Table III
Tax Results of Prior Programs — 2007 (Unaudited)

Table III presents results of operations on an income tax basis for prior programs, offerings of which

have closed in the most recent five years.

Reconciliations:

Groves™

Springbrook
pm[ll%b)roo

TSG
Fund II,
LP(C)

TSG
Fund III,
Lp@

TSG
Little

Valley®

Tanglewood
Self
Storage®

Two
Tangle-
wood®

TSG
Water-
view ™

TSG
El
Toro®

Carbon

Canyon?

Total
2007

Income

Capital Gain (Loss) . . . . . . . ... .. ..
Operating Income (Loss) . . . . . . . .. ..
Income (Loss) from Rental Activities . . . . .
Interest Income . . . . . ... ...
Portfolio Expenses

Deduction related to Portfolio . . . . . . . ..
Expense related to Portfolio. . . . . . . . ..
Interest Expense . . . . . . . ... ... ..
Investment Interest Expense. . . . . . . . ..
Subtotal . . . . ...
Other Expenses

Guarantee Payment to Partners . . . . . . . .

Total Other
Deductions. . . . . . . ... ... L.

Contribution . . . . . ... ... ... ..
Guarantee Payment . . . . . . . . . ... ..
Income (Expense) from K-1. . . . . . .. ..
Net Income (Loss) per book. . . . . . . . ..

Less: Cash Distributions From:
Operating Activities — to Investors. . . . . .

Investing &
Financing
Activities . . . . ... oo

Other — (Return of Capital) . . . . . . . ..
Total Cash
Distributions . . . . . . .. ... ...

Cash Generated (Deficiency) after Cash
Distributions . . . . . . . . ... ...

Tax and Distribution Data Per $1,000
invested

Federal Income Tax Results:
Ordinary Income (Loss):
From Operations . . . . . . . . .. ...
From Recapture . . . . . . . .. .. ..
Capital Gain (Loss) . . . . . . . ... . ...
Cash Distributions to Investors:
Sources (on GAAP basis)
Operating Activities. . . . . . . . . . . ..
Investment Income . . . . . . . . ... L.
Return of Capital . . . . . . . . . ... ..
Sources (on Cash basis)
Operations . . . . . . . . . . ... ....
Refinancing . . . . . . .. ... ..

Investment

Activities® . . .. ...

Other (Return of Capital) . . . . . . . . ..

$ —

(800)
(1,975)

$ (2,775)

(2,738)

$(2,346)

$18,661

(2,733)

$(2,733)

$

(800)
(500)

(1,300)

$ —

(39,868)
458

$ —

$(39,410)

(276)

$(39,686)

$2,832,583

(576,937)

$2,255,646

(376)

$2,255,270

(1,000)

$ (468)

$97,526

1,706

$99,232

$99,232

$

— $2,930,109

(328,149)

7,356
(616,805)
14,393

(328,149)

$(328,149) $2,006,904

— 3

(2,716)
(1,150)

(11,439)
(3,625)

$(332,015) $1,991,840

$(12,630)

$(2,346)

$17,663

$(2,733)

$(11,560)

$(39,686)

$2,255,140

$(6,648)

$93,607

$(333,515) $1,957,292

$ —

12,130
12,130

$(24,760)

$(2,346)

$17,663

$(2,733)

$(11,560)

$

(10)

M

$(39,686)

$  (40)

1,704,315
1,704,315

$ 550,825

$ (577)
2,833
$ —

19,970
6,936

19,970
6,936

$(6,648)

(a) Refers to program number 24 in the Prior Performance Summary beginning on page 78.

(b) Refers to program number 25 in the Prior Performance Summary beginning on page 78.

(c) Refers to program number 30 in the Prior Performance Summary beginning on page 78.

(d) Refers to program number 32 in the Prior Performance Summary beginning on page 78.

(e) Refers to program number 28 in the Prior Performance Summary beginning on page 78.

(f) Refers to program number 19 in the Prior Performance Summary beginning on page 78.

(g) Refers to program number 20 in the Prior Performance Summary beginning on page 78.

(h) Refers to program number 21 in the Prior Performance Summary beginning on page 78.

$93,607

$  ©

98

— 3

1,716,445

1,716,445

$(333,515) $ 240,847

$

s

(332)

(646)
2,589

19,970
6,936

19,970

6,936
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Refers to program number 23 in the Prior Performance Summary beginning on page 78.
Refers to program number 22 in the Prior Performance Summary beginning on page 78.

Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addi-
tion to general operating income and expenses, the disposition of asset(s) within a program is the primary
source of profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s)
owned within a program and lending activities include the repayment of debt placed by a program as a
real estate related investment.



Tax Results of Prior Programs — 2006 (Unaudited)

Table III

Table III presents results of operations on an income tax basis for prior programs, offerings of which
have closed in the most recent five years.

Tangle-
TSG TSG TSG wood Two
Fund II, Fund III, Little Self Tangle- Carbon Total
Reconciliations: Groves®  Springbrook®™ LP© Lp@ Valley® Storage? wood® Canyon™ 2006
Income
Capital Gain (Loss) . . . . . . . $164,423 $14,466,372 5 — $ — $ — 3 — $ — 3 — $14,630,795
Operating Income (Loss) . . . . . — — 8,577 — — — — — 8,577
Income (Loss) from rental
activities . . . . . . .. ... — — — — — (15,488) (110,397) — (125,885)
Interest Income . . . . . . . .. — 1,695 15,586 — — 832 — — 18,113
Portfolio Expenses
Deduction related to Portfolio $ — 3 — $(2,410) $ — $ — 3 — $ —  $(1,441,508) $(1,443,918)
Expense related to Portfolio . . . — — — — — — — — —
Interest Expense . . . . . . . .. — — — — — — — — —
Investment Interest Expense . . . — — — — — — — — —
Subtotal . . . . . .. .. ... $164,423 $14,468,067 $21,753 $ — $ —  $(14,656) $(110,397) $(1,441,508) $13,087,682
Other Expenses
Guarantee payment to partners . . $ — 3 — $  — — $ — S — $ — 3 — $ —
Total Other Deductions. . . . . . (15,163) (1,600) — (372) (1,290) (474) — (5,412) (24,041)
Contribution. . . . . . . . ... — — (1,167) — — — — (2,000) (3,167)
Guarantee Payment . . . . . . . — — — — — — — — —
Income (expense) from K-1 $149,260  $14,466,467 $20,586 $(372) $ (1,290)  $(15,130) $(110,397) $(1,448,650) $13,060,474
Net Income (Loss) per book . . . $131,345 $14,466,217 $13,871 $(372) $(25.475)  $(15.130) $(110,397) $(1.474,160) $12,985,899
Less: Cash Distributions From:
Operating Activities — to Inves-
OIS, « v v v v $ —  $13,147,528 $  — $ — $ — S — N — § — $13,147,528
Investing & financing Activi-
tes. . ..o — — — — — — — —
Other — (Return of Capital). . . — (204,396) — — — — — — (204,396)
Total Cash distributions . . . . — 12,943,132 — — — — — — 12,943,132
Cash Generated (Deficiency)
after Cash Distributions . . . $131,345 $ 1,523,085 $13,871 $(372) $(25,475)  $(15,130) $(110,397) $(1,474,160) $ 42,767
Tax and Distribution Data Per
$1,000 invested
Federal Income Tax Results:
Ordinary Income (Loss):
From Operations. . . . . . . . $ (18) % — $ 2 $ — $ @25 $ 16 $  (110) $ (26) $ (193)
From Recapture . . . . . . . . — — — — — — — — —
Capital Gain (Loss) . . . . . . . 149 14,465 “4) — [¢)) — — (1,449) 13,160
Cash Distributions to Investors:
Sources (on GAAP basis)
Operating Activities . . . . . . $ — 3 -  $ — $ — $ - 8 — $ — $ — 3 —
Investment Income . . . . . . 47 3,690 — $ — — — — — 3,737
Return of capital. . . . . . . . — — — $ — — — — —
Sources (on Cash basis)
Operations . . . . . o $ — 3 - — $ — $ - 8 — $ — 3 — 3 —
Investment Activities®. . . . . 47 3,690 — — — — — — 3,737
Refinancing . . . . . . . . .. — — — — — — — — —

Other (Return of Capital)

(a) The Groves totals represent activity that occurred for programs 17, and 24 in the Prior Performance Summary

beginning on page 78.

(b) The Springbrook totals represent activity that occurred in 2006 for programs 25B, and 25C in the Prior Perfor-
mance Summary beginning on page 78. The Springbrook totals also include a portion of the general partners
partnership interest assigned to an affiliated entity.

(c) Refers to program number 30 in the Prior Performance Summary beginning on page 78.

(d) Refers to program number 16 in the Prior Performance Summary beginning on page 78.

(e) Refers to program number 28 in the Prior Performance Summary beginning on page 78.

(f) Refers to program number 19 in the Prior Performance Summary beginning on page 78.

(g) Refers to program number 20 in the Prior Performance Summary beginning on page 78.

(h) Refers to program number 22 in the Prior Performance Summary beginning on page 78.

(1) Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addition to
general operating income and expenses, the disposition of asset(s) within a program is the primary source of
profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s) owned within a
program and lending activities include the repayment of debt placed by a program as a real estate related

investment.
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Table III
Tax Results of Prior Programs — 2005 (Unaudited)
Table III presents results of operations on an income tax basis for prior programs, offerings of which have
closed in the most recent five years.

TSG TSG Tanglewood
Fund II, Little Self Two Carbon Total

Reconciliations: Groves™  Springbrook™ LP© Valley®  Storage®  Tanglewood® Canyon® 2005
Income
Capital Gain (Loss) . . ... .. $15,481,561  $20,625482 § — 8 — 3 — $ —3$ 731,333 $36,838,376
Operating Income (Loss). . . . . — — (419) 1,202 — — — 783
Income (Loss) from rental

activities . . . . . ... .. .. — — 50 — (43,760) (155,916) — (199,626)
Interest Income. . . . .. .. .. — 6,526 47,432 — — — — 53,958
Portfolio Expenses
Deduction related to Portfolio . . $ — 3 —  $(16,829) $ — — $ — $(1,208,744) $(1,255,573)
Expense related to Portfolio . . . — — — — — — — —
Interest Expense . . . . .. ... (123,887) — — — — — — (123,887)
Investment Interest Expense . . . — — — — — — — —
Subtotal . . . .. ... . ... .. $15,357,674  $20,632,008 $ 30,234 $ 1,202  $(43,760)  $(155,916)$ (477,411) $35,344,031
Other Expenses
Guarantee Payment to Partners . $ — 3 — 3 — 3 — 3 — $ —5 — 5 —
Total Other Deductions . . . . . (38,204) — — (850) (474) —  (142,327) $ (181,855)
Contribution . . . .. ... ... (1,500) (3,250) — — — — — (4,750)

Guarantee Payment. . . . . . .. — — — — — — _ —
Income (Expense) from K-1. . . $15,317,970 $20,628,758 $ 30,234 $ 352  $(44,234)  $(155,916)% (619,738) $35,157,426
Net Income (Loss) per book. . . $15,308,964 $20,621,188 $ 29,246 $(10,579) $(44,244) $(155,916)% (630,892) $35,117,767

Less: Cash Distributions From:
Operating Activities — to
Investors. . . . . ... ... $15,082,790  $20,621,188  § — % — 3 — $ —3$ —  $35,703,978

Investing & Financing Activi-
ties. . ... — — — — — — — —

Other — (Return of Capital) . . 367,060 4,930,318 — — — — — 5,297,378

Total Cash Distributions. . . . 15,449,850 25,551,506 — — — — — 41,001,356
Cash Generated (Deficiency)

after Cash Distributions . . . . $ (140,886) $(4,930,318) $ 29,246 $(10,579) $(44,244)  $(155,916)$ (630,892) $(5,883,589)

Tax and Distribution Data Per
$1,000 Invested

Federal Income Tax Results:
Ordinary Income (Loss):

From Operations. . . . . . .. $ 9 $ 8 $ MHs$ aAn $ @4 $ (156 (1 s (240)
From Recapture . . . . .. .. — — — — — — — —
Capital Gain (Loss) . . ... .. 15,442 20,622 (17) — — — (620) 35,427

Cash Distributions to Investors:
Sources (on GAAP basis)

Operating Activities. . . . . $ — 3 —$ — % — % — % —$ — $ —
Investment Income . . . . . 1,491 3,995 — — — — — 5,486
Return of Capital . . . . . . — 1,794 — — 306 56 — 2,156
Sources (on Cash basis)
Operations. . . . ... ... $ — 8 — 3 — $ — 3 — 3 —$ — $ —
Investment Activities™ . . . 1,491 3,995 — — — — — 5,486
Refinancing . . . . . .. .. — — — — — — — —
Other (Return of Capital). . — 1,794 — — 306 56 — 2,156

(a) The Groves totals represent activity that occurred for programs 17, and 24 in the Prior Performance
Summary beginning on page 78.

(b) The Springbrook totals represent activity up to the 1031 exchange that occurred in 2005 for programs
25A, 25B, and 25C in the Prior Performance Summary beginning on page 78. The Springbrook totals
also include a portion of the general partners partnership interest assigned to an affiliated entity.

(c) Refers to program number 30 in the Prior Performance Summary beginning on page 78.
(d) Refers to program number 28 in the Prior Performance Summary beginning on page 78.

(e) Refers to program number 19 in the Prior Performance Summary beginning on page 78.



(f) Refers to program number 20 in the Prior Performance Summary beginning on page 78.
(g) Refers to program number 22 in the Prior Performance Summary beginning on page 78.

(h) Investing Activities represent the results of real estate and, to a lesser extent, lending activities. In addi-
tion to general operating income and expenses, the disposition of asset(s) within a program is the primary
source of profit and cash for the sponsor and investors. Real estate activities include the sale of asset(s)
owned within a program and lending activities include the repayment of debt placed by a program as a
real estate related investment.
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Table IV

Results of Completed Operations (Unaudited)

Table IV presents the Tax and Distribution per $1,000 of investment, and Cash Distribution to Investors
for programs which have completed operations in the most recent five years (no longer hold properties)
2005-2009, even if they still hold notes.

Dollar Amount Raised . . . .

Number of Properties Pur-
chased . . ... ......

Date of Closing of Offering .

Date of First Sale of Prop-
erty

Date of Final Sale of Prop-
erty

Tax and Distribution Data
Per $1,000 Investment

Federal Income Tax Results
Ordinary Income (Loss)
From Recapture . . . . .
Capital Gain (loss). . . . .
Deferred Gain
Capital

Ordinary
Total

Cash Distributions to
Investors
Source (on GAAP basis)

Investment Income. . . . .

Return of Capital. . . . . .
Total

Source (on Cash Basis)
Sales . . . .........

Two TSG TSG SEI Multi-
Tangle- Tangle- Water- Springbrook TSG Carbon Fund I, Family Fund

Groves 11 wood™® wood© view® e EI Toro® Canyon® LP®™ 2003, LP®
$2,242,458 $ 577,682 $ 296,131 $1,772,000 $ 638,154  $1,859,000 $19,061,953 $ 3,182,000 $ 751,000
3 1 2 1 0 1 4 1 1

5/4/2005 2/28/2006 12/31/2007 1/16/2008 5/12/2005 12/9/2009 10/13/2009  12/31/2004 12/31/2003
1/8/2004 7/31/2007 10/11/2007 2/1/2008 8/4/2006 9/17/2009 nfa  12/16/2005 12/31/2006
5/4/2005 7/31/2007 10/11/2007 2/27/2008 10/5/2006 n/a nfa  12/16/2005 12/16/2006
$ (285) % 566 $ “4,771) $ 433§ 4 9 3 3 3 s 421 $ 2)
$ — 3 — 3 — 3 — 3 — 3 — 3 — $ —  $ —
$ 2400 $ (12) ' $ 9,565 $ — $ 7180 $ 997) $ (1,539) 0) 344
$ — 3 — 3 — 3 — 3 — 3 — 3 — 3 — 3 —
$ — 3 — 3 — 3 — 3 — 3 — 3 — —  $ —
$ — 3 — 3 — 3 — 3 — 3 — 3 — $ — —
$ 2115 $ 554§ 4,794 $ 433§ 7,184 $ (1,000) $ (1,541) 421 342
$ 2603 $ — 3 — 3 433 § 7,180 $ — 3 — — 345
$ 514 $ 1,788  $ 5794 $ 1,000 $ 987  $ — 3 252 % 1421 § 997
$ 3117 $ 1,788  $ 5794 $ 1433 $ 8167 $ — 3 252 $ 1,421  §$ 1,342
$ — 3 — 3 — 3 — 3 — 3 — 3 — — 3 —
$ — 3 — 3 — 3 — 3 — 3 — 3 — —  $ —
$ @ 3 — 8 — 8 — 3 — s — 3 — 3 — s —
$ — 3 — 3 — 3 —  $ — 3 — 3 — % — 3 —
$ 2) $ — 3 — 3 — 3 — 3 — 3 —  $ — % —

(a)
(b)
(©
(d)
(e)
()
(2
(h)
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Refers to program number 17 in the Prior Performance Summary beginning on page 78.
Refers to program number 19 in the Prior Performance Summary beginning on page 78.
Refers to program number 20 in the Prior Performance Summary beginning on page 78.
Refers to program number 21 in the Prior Performance Summary beginning on page 78.
Refers to program number 25B in the Prior Performance Summary beginning on page 78.
Refers to program number 23 in the Prior Performance Summary beginning on page 78.
Refers to program number 22 in the Prior Performance Summary beginning on page 78.
Refers to program number 16 in the Prior Performance Summary beginning on page 78.

Refers to program number 18 in the Prior Performance Summary beginning on page 78.



Table V

Sales or Disposals of Properties (Unaudited)
January 1, 2007 Through December 31, 2009

Table V presents all sales or disposals of properties for programs with similar investment activities for

the most recent 3 years.

Cost of Properties Including Closing and Soft

Selling Price Net of Closing Costs and GAAP Adjustments Costs
Excess
(Deficiency)
Total of Property
Purchase Adjustment Acquisition Operating
Money Resulting Cost, Capital Cash
Cash Received Mortgage Mortgage from Original Improvements, Receipts over
Date Date of Net of Closing  Paid at Time Taken Back Application of Mortgage Closing & Soft Gain on Sale Cash
Property Acquired Sale Costs of Sale by Program GAAP Total Financing Costs'V Total of Investment Expenditures
Two Tanglewood, Ltd®
Self Storage, Austin,
TX . ... 06/15/95 10/11/07  $ 2,255,566.85  $3,629,700.00 $ — $— $ 5,885,266.85 $3,629,700.00 $ 515,797.85 $ 4,145497.85 $1,739,769.00 —
TSG El Toro, L.P.® —
Vacant Land,
Riverside, CA. . . 01/16/07 09/17/07 $ 760,000.00 $ —  $350,000.00 $— $ 1,110,000.00 $ 550,550.00 $ 465,843.00 $ 1,016,393.00 $ 93,607.00 —
TSG Waterview, LPUi
Vacant Land, Lake
Elsinore, CA . . . 03/30/07 02/27/08 $ 2,637,090.81  $1,244,873.00 $ — $— $ 3,881,963.81 $1,244,873.00  $1,870,090.81 $ 3,114,963.81 $ 767,000.00 —
SPT SWRC, LLC®™
Vacant Land, River-
side County, CA. . 12/31/08 03/20/09 $ 4,667,939.49 — — — $ 4,667,939.49 —  $2,623,227.30  § 2,623,227.30 $2,044,712.19 —
Table V Totals . . . . $10,320,597.15  $4,874,573.00  $350,000.00 $— $15,545,170.15  $5,425,123.00  $5,474,958.96  $10,900,081.96 $4,645,088.19 $—

1 The Total Acquisition Cost, Capital Improvements, Closing and Soft Costs column includes partnership
profit and loss activity from prior years before the actual sale listed above occurred. The inclusion of
prior year activity amounts allows for the presentation of the limited partnership gain or loss on the sale
of the asset as opposed to the gain or loss on the sale at a point in time in the life of the limited

partnership.

(i) Refers to program 20 in the Prior Performance Summary beginning on page 78

(ii) Refers to program 23 in the Prior Performance Summary beginning on page 78.

(iii) Refers to program 21 in the Prior Performance Summary beginning on page 78.

(iv) Refers to program 2 in the Prior Performance Summary beginning on page 78.
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the most recent 3 years.

Table V
Sales or Disposals of Properties
January 1, 2006 Through December 31, 2008 (Unaudited)

Table V presents all sales or disposals of properties for programs with similar investment activities for

Annualized
Date of Project Net Sales Profit From Sales Sales

Project Name Acquisition Costs ($) Price ($)® Sales ($) Profit % Profit %
Two Tanglewood. Ltd® . . .. 6/15/1995 $ 4,145497.85 $ 5,885,266.85  $1,739,769.00 41.97% 3.40%
TSG El Toro, LP . . .. 1/16/2007 $ 1,016,393.00 $ 1,110,000.00 $ 93,607.00 9.21% 13.78%
TSG Waterview, L.P. | 3/30/2007 $ 3,114,963.81 $ 3,881,963.81 $ 767,000.00 24.62% 26.91%
SPT SWRC, LLC™ . . . . .. 12/31/08 $ 2,623,227.30  $ 4,667,939.49  $2,044,712.19 77.95% 360.13%
$10,900,081.96 $15,545,170.15  $4,645,088.19 42.62% 8.41%

Project Totals . . . . ... ...

(1) The average holding period (in years) is calculated by subtracting the date of final sale from the date

acquired and dividing by 365.
(2) The net sale price of $15,545,170.15 is comprised of $16,668,150.00 in gross revenues less
$1,122,979.85 in closing costs.

(3) The sales profit percentage is calculated by dividing Profit From Sales by Project Costs.

(4) The annualized sales profit is calculated by dividing the sales profit percentage by the average holding

period in years.

(5) The project totals average holding period (in years) is a weighted average calculation of average holding
period in years and project costs.

(1) For detail on the Two Tanglewood. Ltd refer to page B-17 of the Prior Performance Tables. Page B-17

details each separate sale whose individual sales as disposals in aggregate equal the totals above.

(i) For detail on the TSG El Toro, L.P. refer to page B-17 of the Prior Performance Tables. Page B-17
details each separate sale whose individual sales as disposals in aggregate equal the totals above.

(iii) For detail on the TSG Waterview, L.P. refer to page B-17 of the Prior Performance Tables. Page B-17
details each separate sale whose individual sales as disposals in aggregate equal the totals above.

(iv) For detail on the SPT SWRC, LLC refer to page B-17 of the Prior Performance Tables. Page B-17 details

each separate sale whose individual sales as disposals in aggregate equal the totals above
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Shopo

PROPERTIES TRUST

REAL ESTATE INVESTMENT TRUST

20,100,000 Shares

Prospectus

You should rely only on the information contained in this prospectus and in supplements to this prospec-
tus. No dealer, salesperson or other person has been authorized to give any information or to make any
representations other than those contained in this prospectus, in supplements to this prospectus, or in literature
issued by us (which shall not be deemed to be a part of this prospectus), in connection with this offering. If
given or made, such information or representation must not be relied upon. This prospectus is not an offer to
sell nor is it seeking an offer to buy these securities in any jurisdiction where the offer or sale is not permit-
ted. The statements in this prospectus or in any supplement are made as of the date hereof and thereof, unless
another time is specified, and neither the delivery of this prospectus or any supplement nor the sale made
hereunder shall, under any circumstances, create an implication that there has been no change in the facts set
forth herein since the date hereof or thereof. However, if any material adverse changes occur during the
period when a prospectus is required to be delivered to an investor, this prospectus or any supplement will be
amended or supplemented accordingly.
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