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PART I
SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS

Certain statements in this report, other than purely historical information, including estimates, projections, statements relating to our business plans, objectives
and expected operating results, and the assumptions upon which those statements are based, are “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These forward-
looking statements generally are identified by the words “believes,” “project,” “expects,” “anticipates,” “estimates,” “intends,” “strategy,” “plan,” “may,” “will,”
“would,” “will be,” “will continue,” “will likely result,” and similar expressions. Forward-looking statements are based on current expectations and assumptions
that are subject to risks and uncertainties which may cause actual results to differ materially from the forward-looking statements. A detailed discussion of these
and other risks and uncertainties that could cause actual results and events to differ materially from such forward-looking statements is included in the section
entitled “Risk Factors” in Item 1A of this report. We undertake no obligation to update or revise publicly any forward-looking statements, whether as a result of
new information, future events or otherwise. Accordingly, there can be no assurance that our expectations will be realized.
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As used in this report, “we,” “us,
otherwise requires.

our” and the “Company” refer to Summit Healthcare REIT, Inc. and its consolidated subsidiaries except where the context

ITEM 1. BUSINESS
Our Company

Summit Healthcare REIT, Inc., (formerly Cornerstone Core Properties REIT, Inc.), a Maryland corporation, was formed on October 22, 2004 for the purpose of
engaging in the business of investing in and owning commercial real estate. We have qualified, and intend to continue to qualify, as a real estate investment trust
(“REIT”) for federal tax purposes. We are structured as an umbrella partnership REIT, referred to as an “UPREIT,” under which substantially all of our current
and future business is, and will be, conducted through a majority owned subsidiary, Cornerstone Operating Partnership, L.P. the (“Operating Partnership”), a
Delaware limited partnership, formed on November 30, 2004. We are the sole general partner of the Operating Partnership and have control over its affairs.

Our advisor is Cornerstone Realty Advisors, LLC (the “Advisor”), a Delaware limited liability company. Our Advisor has contractual and fiduciary
responsibilities to us and our stockholders. Under the terms of our advisory agreement (the “Advisory Agreement”), our Advisor will use commercially
reasonable efforts to present to us investment opportunities and to provide a continuing and suitable investment program consistent with the investment policies
and objectives adopted by our board of directors. Our Advisor is responsible for managing our affairs on a day-to-day basis and for identifying and making
property acquisitions on our behalf. Currently, there are no employees of Summit Healthcare REIT, Inc. or its subsidiaries. All management and administrative
personnel responsible for conducting our business are currently employed by affiliates of our Advisor. On March 17, 2014, we terminated the Advisory
Agreement with our Advisor effective May 16, 2014 (see Note 18).

From our formation through the end of the year ended December 31, 2005, our activities consisted solely of organizational activities including preparing for and
launching our initial public offering. On January 6, 2006, we commenced an initial public offering of up to 55,400,000 shares of our common stock, consisting of
44,400,000 shares for sale pursuant to a primary offering and 11,000,000 shares for sale pursuant to our distribution reinvestment plan. On November 25, 2008,
we filed a registration statement on Form S-11 with the U.S. Securities and Exchange Commission (the “SEC”) to register a follow-on public offering. Pursuant
to the registration statement, as amended, we registered up to 56,250,000 shares of common stock in a primary offering for $8.00 per share, with discounts
available to certain categories of purchasers. As of December 31, 2013, approximately 20.9 million shares of our common stock had been sold in our initial and
follow-on public offerings for aggregate gross proceeds of $167.1 million. This excludes shares issued under our distribution reinvestment plan.

We also registered approximately 21,100,000 shares pursuant to our dividend reinvestment plan at a purchase price equal to $7.60 per share. We stopped
soliciting and accepting offers under our initial public offering on June 1, 2009 upon raising gross offering proceeds of $172.7 million from the sale of
approximately 21.7 million shares, including shares sold under the distribution reinvestment plan. On June 10, 2009, the SEC declared our follow-on offering
effective. The initial public offering and follow-on offering are collectively referred to herein as the “offerings”. We retained Pacific Cornerstone Capital, Inc.
(“PCC”), an affiliate of our Advisor, to serve as the dealer manager for the offerings. PCC was responsible for marketing our shares being offered pursuant to the
offerings. The dealer manager agreement with PCC terminated on November 23, 2010.




On November 23, 2010, we stopped soliciting and accepting offers to purchase shares of our stock under our Follow-on Offering. On June 10, 2012, that offering
expired.

Suspension of Distribution Reinvestment Plan - Effective December 14, 2010, we suspended our distribution reinvestment plan and any distributions paid
subsequent to December 14, 2010 have been in cash. No distributions have been declared or paid for periods subsequent to June 30, 2012.

Distributions - Effective June 2011, our board of directors determined, based on our financial position, to suspend the declaration of any further cash
distributions. No distributions have been declared or paid for periods subsequent to June 30, 2011. The rate and frequency of distributions is subject to the
discretion of our board of directors and may change from time to time based on our operating results, cash flow and business plan. We can make no assurances
when and if distributions will recommence.

Stock Repurchase Program - Effective December 31, 2010, our board of directors suspended redemptions under the program. We can make no assurances as to
when and on what terms redemptions will resume. The share redemption program may be amended, resumed, suspended again, or terminated at any time based
upon numerous factors, including our cash and debt positions.

Strategic Repositioning — In mid-2011, we began evaluating alternative strategic options, including the repositioning of our assets, that we believed could
enhance stockholder value. The repositioning strategy began with the sale of certain industrial properties in 2011, the use of the proceeds from those sales to de-
lever our balance sheet by paying down and/or paying off short term higher interest rate debt, and the renegotiation of existing debt to lower interest rates and
extend maturity dates enabling us to begin acquiring healthcare real estate properties.

Investing in healthcare real estate assets, more specifically senior housing facilities, is believed to be accretive to earnings and potentially stockholder value.
Senior housing facilities include independent living facilities, skilled-nursing facilities (“SNF”), assisted living facilities and memory and other continuing care
retirement communities. Each of these caters to different segments of the elderly population. The Company’s repositioning strategy includes purchasing SNF’s,
assisted living facilities, and memory care facilities.

In the second quarter of 2012, we formed Cornerstone Healthcare Partners LLC (“CHP LLC”) with Cornerstone Healthcare Real Estate Fund, Inc. (“CHREF”),
an affiliate of our Advisor. We own 95% of CHP LLC, with the remaining 5% owned by CHREF. During 2012, we acquired the Sheridan Care Center, Fern Hill
Care Center, Farmington Square, Friendship Haven Healthcare and Rehabilitation Center and Pacific Health and Rehabilitation Center healthcare properties
(collectively, the “JV Properties”) through CHP LLC. In the third quarter of 2013, as part of our strategy to raise new property level joint venture equity capital to
support growth and diversify operator, geographic and other risks, we caused CHP LLC to sell a portion of its interests in the JV Properties to third party
investors. Proceeds from the sale of interests in these JV Properties were $0.6 million as of December 31, 2013, of which we received $0.6 million and CHREF
received $31,000. At December 31, 2013, we owned a 90.9% interest in the JV Properties, CHREEF, an affiliate of the Advisor, owned a 4.8% interest and third
party investors owned 4.3%. CHP LLC may sell up to an aggregate 46% interest in these JV Properties, leaving us and CHREF with a combined 54%. As outside
investors acquire additional interests in the JV Properties, our interest in the JV Properties, and that of CHREF, will be reduced proportionately. We’ll retain
control over the JV Properties, and also retain an ongoing right to repurchase these third party interests in the future.

During the second half of 2012 and all of 2013, CHP LLC acquired, through wholly-owned subsidiaries, eleven senior-housing facilities (which include the JV
Properties). We obtained interim financing to purchase our healthcare facilities and intend to refinance the interim borrowings with long term financing (See Note
14 to the accompanying Notes to the Consolidated Financial Statements).

We lease our assisted living facilities and SNF’s to single-tenant operators under triple net lease structures. Services provided by operators of assisted living
facilities are primarily paid for by the facility residents directly or through private insurance and are less reliant on government reimbursement programs such as
Medicaid and Medicare. Assisted living facilities offer residents a place to reside that offers medical monitoring and some medical care while still offering
personal privacy and freedom. SNF operators are typically more dependent on government reimbursement programs. SNFs are a healthcare option for seniors that
are in need of constant medical attention or recovery and therapy after a hospital visit but do not require the more extensive and sophisticated treatment available
at hospitals. Sub-acute care services are provided to residents beyond room and board. Certain SNF’s provide some services on an outpatient basis. Skilled
nursing services are primarily paid for either by private sources, insurance, or through the Medicare and Medicaid programs.




To further our repositioning of our asset base, we sold all our remaining industrial assets (See Note 16 Discontinued Operations) in 2013. Accordingly, our
industrial assets are classified as held for sale on the accompanying December 31, 2012 Consolidated Balance Sheet and presented as discontinued operations on
our Consolidated Statements of Operations for all periods presented. We used the proceeds from the industrial asset dispositions to pay off the debt related to the
industrial assets and reinvested a portion of the net proceeds into additional healthcare assets.

Our Advisor believes the Company’s outlook for raising additional third party equity capital to support its growth and further diversify both operator and
healthcare property sector risk is currently favorable. Based in part on this advice, the board of directors continues to advance the repositioning strategy while
pursuing other growth initiatives that lower capital costs and enable us to reduce or improve our ability to cover our general and administrative costs over a
broader base of assets.

For 2014, the board of directors has requested that the Advisor raise new joint venture equity and attract new capital partners, including international and/or
institutional partners, while management continues to evaluate opportunities for growth and secures long term debt for recent and future acquisitions and/or
development opportunities. Selling portions of the properties we own through joint venture partners, and using the proceeds for acquisitions of additional
healthcare assets, allows us to diversify our property holdings (as to the number of operators, geographic location, level of care acuity, and age of property) and,
therefore lower the overall risk profile of our healthcare portfolio.

Investment Strategy

Our board of directors periodically reviews our investment policies to determine whether these policies continue to be in the best interest of our stockholders. We
may change our investment policies without stockholder approval. Our Advisor recommends property acquisitions to our investment committee, which approves
or rejects proposed acquisitions.

Initially we focused on industrial real estate, but as cash flow and values declined in industrial real estate from 2009 to 2011, we committed to selling our
industrial properties and re-invested the proceeds into healthcare real estate. Healthcare real estate includes senior housing facilities, which include skilled-
nursing, assisted living, memory care, continuing-care retirement communities and independent-living facilities. Each type of senior-housing facility caters to
different segments of the elderly population. According to The National Coalition on Healthcare, by 2016 nearly 20% in every dollar in the United States (“U.S.”)
will be spent on healthcare, and the aging U.S. population is expected to continue to fuel the need for healthcare services. The over age 65 population of the U.S.
is projected to grow 36% between 2010 and 2020, compared with 9% for the general population, according to the U.S. Census Bureau. Presently, the healthcare
real estate market is fragmented, with a local or regional focus, offering opportunities for consolidation and market dominance.

Our Advisor believes that investment opportunities in senior housing properties are ordinarily not readily available to investors other than large institutional
investors and experienced real estate operators with specialized knowledge, experience in specific geographic areas, industry expertise and established
relationships with operators of these property types.

Although we intend to focus on acquiring and developing a portfolio of healthcare real estate investments, we may also invest in other real estate-related assets
that we believe may assist us in meeting our investment objectives. Our charter does not allow investments in mortgage loans on unimproved real property, but
we are not otherwise restricted in the allocation to any specific type of property.




Acquisition Policies
Primary Investment Focus

Our Advisor makes recommendations to our board of directors, which approves or rejects all proposed property acquisitions. Our independent directors review
our investment policies at least annually to determine whether these policies continue to be in the best interests of our stockholders.
As a result of our strategic repositioning, we are generally seeking to acquire healthcare-related assets that are:

e stabilized based on past twelve trailing months operations;
e operated by high-quality and experienced operators;

e of high-quality and currently producing income;

e acquired on a fee simple basis; and

e stabilized operations with a positive trend.

Among the most important criterion we expect to use in evaluating the markets in which we purchase properties are population and competitive product landscape
that can support the facility.

The properties in which we invest may not meet all of these criteria and the relative importance that we assign to any one or more of these criteria may differ from
asset to asset change as general economic and real estate market conditions evolve. We may also consider additional important criteria in the future.

Joint Ventures and Other Potential Investments

As we reposition ourselves into healthcare properties, we have the ability to invest in any type of real estate investment that we believe to be in the best interests
of our stockholders, including other real estate funds or REITs, mortgage funds, mortgage loans and sale leasebacks. Furthermore, there are no restrictions on the
number or size of properties we may purchase or on the amount that we may invest in a single property. Although we can invest in any type of real estate
investment, our charter restricts certain types of investments. We do not intend to underwrite securities of other issuers or to engage in the purchase and sale of
any types of investments other than real estate investments.

As of December 31, 2013, we owned six healthcare properties through a joint venture and 100% of five additional properties. We may acquire additional
properties through joint venture investments in the future, including ventures with affiliates of our Advisor. See “Conflicts of Interest.” We anticipate acquiring
properties through joint ventures in order to diversify our portfolio of properties in terms of geographic region, property type and tenant industry group, among
other reasons. Joint ventures typically also allow us to acquire an interest in a property without requiring that we fund the entire purchase price. In addition,
certain properties may be available to us only through joint ventures. In determining whether to recommend a particular joint venture, the Advisor will evaluate
the structure of the joint venture, the real property that such joint venture owns or is being formed to own under the same criteria. These entities may employ debt
financing consistent with our borrowing policies. See “Borrowing Policies” below. Our joint ventures may take the form of equity joint ventures with one or more
large institutional partners. They may also include ventures with developers who contribute land, development services and expertise rather than cash.

We may enter into joint ventures with affiliates of our Advisor for the acquisition of properties, but only if the independent directors committee (by majority vote)
approves the transaction as being fair and reasonable to us and on substantially the same terms and conditions as those received by the affiliated equity joint
venturers. If such a joint venture also involves a third party that negotiated the terms of its participation on an arms-length basis, then our investment must be
either on terms and conditions no worse than those received by the affiliate or on terms and conditions no worse than those received by a third-party equity joint
venturer that negotiated the terms of its participation on an arms-length basis.




Leases and Tenant Improvements

Healthcare-related properties include a wide variety of lease structures. Our focus is on senior housing facilities leased to an operator on a net lease basis where
the tenant pays or reimburses the owner for all or substantially all property operating expenses.

Borrowing Policies

As we transition into healthcare properties, we may acquire properties initially with temporary financing or permanent long-term debt financing with the objective
of increasing income and increasing the amount of capital available to us so that we achieve greater property diversification.

We may incur indebtedness for working capital requirements, tenant improvements, capital improvements, and leasing commissions and to make distributions,
including but not limited to those necessary in order to maintain our qualification as a REIT for federal income tax purposes. We will endeavor to borrow funds
on an unsecured basis but we may secure indebtedness with some or all of our properties if a majority of our independent directors determine that it is in the best
interests of us and our stockholders. We may also acquire properties encumbered with existing financing which cannot be immediately repaid.

We may invest in joint venture entities that borrow funds or issue senior equity securities to acquire properties, in which case our equity interest in the joint
venture would be junior to the rights of the lender or preferred stockholders. In some cases, our Advisor may control the joint venture.

Our charter limits our borrowings to the equivalent of 75% of our cost, before deducting depreciation or other non-cash reserves, of all our assets unless any
excess borrowing is approved by a majority of our independent directors and is disclosed to our stockholders in our next quarterly report with an explanation from
our independent directors of the justification for the excess borrowing.

Competition

We compete with a considerable number of other real estate companies, most of which may have greater marketing and financial resources than we do. Principal
factors of competition in our business are the quality of properties (including the design and condition of improvements), leasing terms (including rent and other
charges and allowances for tenant improvements), attractiveness and convenience of location, the quality and breadth of tenant services provided and reputation
as an owner and operator of quality properties in the relevant market. Our ability to compete also depends on, among other factors, trends in the national and local
economies, financial condition and operating results of current and prospective tenants, availability and cost of capital, construction and renovation costs, taxes,
governmental regulations, legislation and population trends.

We may hold interests in properties located in the same geographic locations as other entities managed by our Advisor or our Advisor’s affiliates. Our properties
may face competition in these geographic regions from such other properties owned, operated or managed by other entities managed by our Advisor or our
Advisor’s affiliates. Our Advisor or its affiliates have interests that may vary from those we may have in such geographic markets.

Government Regulations

Health Law Matters — Generally

The healthcare-providing tenants in our portfolio are subject to extensive federal, state, and local licensure, registration, certification, and inspection laws,
regulations, and industry standards. Our tenants’ failure to comply with any of these, and other, laws could result in loss of accreditation; denial of
reimbursement; imposition of fines; suspension, decertification, or exclusion from federal and state health care programs; loss of license; or closure of the facility.

Licensing and Certification

The primary regulations that affect seniors housing facilities with assisted living are state licensing and registration laws. In granting and renewing these licenses,
the state regulatory agencies consider numerous factors relating to a property’s physical plant and operations, including, but not limited to, admission and
discharge standards, staffing, and training. A decision to grant or renew a license is also affected by a property owner’s record with respect to patient and
consumer rights, medication guidelines, and rules.




With respect to licensure, generally our skilled nursing facilities are required to be licensed and certified for participation in Medicare, Medicaid, and other
federal health care programs. This generally requires license renewals and compliance surveys on an annual or bi-annual basis. The failure of our operators to
maintain or renew any required license or regulatory approval as well as the failure of our operators to correct serious deficiencies identified in a compliance
survey could require those operators to discontinue operations at a property. In addition, if a property is found to be out of compliance with Medicare, Medicaid,
or other health care program conditions of participation, the property operator may be excluded from participating in those government health care programs. Any
such occurrence may impair an operator’s ability to meet their financial obligations to us. If we have to replace an excluded-property operator, our ability to
replace the operator may be affected by federal and state laws, regulations, and applicable guidance governing changes in provider control. This may result in
payment delays, an inability to find a replacement operator, a significant working capital commitment from us to a new operator or other difficulties.

Certain health care facilities are subject to a variety of licensure and certificate of need (“CON”) laws and regulations. Where applicable, CON laws generally
require, among other requirements, that a facility demonstrate the need for (1) constructing a new facility, (2) adding beds or expanding an existing facility, (3)
investing in major capital equipment or adding new services, (4) changing the ownership or control of an existing licensed facility, or (5) terminating services that
have been previously approved through the CON process. Certain state CON laws and regulations may restrict the ability of operators to add new properties or
expand an existing facility’s size or services. In addition, CON laws may constrain the ability of an operator to transfer responsibility for operating a particular
facility to a new operator. If we have to replace a property operator who is excluded from participating in a federal or state health care program, our ability to
replace the operator may be affected by a particular state’s CON laws, regulations, and applicable guidance governing changes in provider control.

Reimbursement

As a part of the Omnibus Budget Reconciliation Act (“OBRA”) of 1981, Congress established a waiver program enabling some states to offer Medicaid
reimbursement to assisted living providers as an alternative to institutional long-term care services. The provisions of OBRA and the subsequent OBRA Acts of
1987 and 1990 permit states to seek a waiver from typical Medicaid requirements to develop cost-effective alternatives to long-term care, including Medicaid
payments for assisted living and home health.

Skilled nursing facilities typically receive most of their revenues from the Medicare and Medicaid programs, with the balance representing reimbursement
payments from private payors, including private insurers. Consequently, changes in federal or state reimbursement policies may also adversely affect an
operator’s ability to cover its expenses, including our rent or debt service. Skilled nursing facilities are subject to periodic pre- and post-payment reviews, and
other audits by federal and state authorities. A review or audit of a property operator’s claims could result in recoupments, denials, or delay of payments in the
future, which could have a material adverse effect on the operator’s ability to meet its financial obligations to us. Due to the significant judgments and estimates
inherent in payor settlement accounting, no assurance can be given as to the adequacy of any reserves maintained by our property operators to cover potential
adjustments to reimbursements, or to cover settlements made to payors. Recent attention on skilled nursing billing practices and payments or ongoing government
pressure to reduce spending by government health care programs, could result in lower payments to skilled nursing facilities and, as a result, may impair an
operator’s ability to meet its financial obligations to us.

Skilled nursing facilities are reimbursed under the Medicare Skilled Nursing Facility Prospective Payment System (“SNF PPS”). There is a risk that some skilled
nursing facilities’ costs will exceed the fixed payments under the SNF PPS, and there is also a risk that payments under the SNF PPS may be set below the costs
to provide certain items and services, which could result in immediate financial difficulties for skilled nursing facilities, and could cause operators to seek
bankruptcy protection.

The reimbursement methodologies applied to health care facilities continue to evolve. Federal and state authorities have considered and may seek to implement
new or modified reimbursement methodologies that may negatively impact health care property operations. The impact of any such changes, if implemented, may
result in a material adverse effect on our skilled nursing property operations. No assurance can be given that current revenue sources or levels will be maintained.
Accordingly, there can be no assurance that payments under a government health care program are currently, or will be in the future, sufficient to fully reimburse
the property operators for their operating and capital expenses. As a result, an operator’s ability to meet its financial obligations to us could be adversely
impacted.




Finally, the Patient Protection and Affordable Care Act of 2010 (“PPACA”) and the Health Care and Education Reconciliation Act of 2010, which amends the
PPACA (collectively, the “Health Reform Laws”) may have a significant impact on Medicare, Medicaid, other federal health care programs, and private insurers,
which impact the reimbursement amounts received by skilled nursing facilities and other health care providers. The Health Reform Laws could have a substantial
and material adverse effect on all parties directly or indirectly involved in the health care system.

Other Related Laws

Skilled nursing facilities (and seniors housing facilities that receive Medicaid payments) are subject to federal, state, and local laws, regulations, and applicable
guidance that govern the operations and financial and other arrangements that may be entered into by health care providers. Certain of these laws prohibit direct
or indirect payments of any kind for the purpose of inducing or encouraging the referral of patients for medical products or services reimbursable by government
health care programs. Other laws require providers to furnish only medically necessary services and submit to the government valid and accurate statements for
each service. Still, other laws require providers to comply with a variety of safety, health and other requirements relating to the condition of the licensed property
and the quality of care provided. Sanctions for violations of these laws, regulations, and other applicable guidance may include, but are not limited to, criminal
and/or civil penalties and fines, loss of licensure, immediate termination of government payments, and exclusion from any government health care program. In
certain circumstances, violation of these rules (such as those prohibiting abusive and fraudulent behavior) with respect to one property may subject other facilities
under common control or ownership to sanctions, including exclusion from participation in the Medicare and Medicaid programs, as well as other government
health care programs. In the ordinary course of its business, a property operator is regularly subjected to inquiries, investigations, and audits by the federal and
state agencies that oversee these laws and regulations.

Our properties may be affected by our tenants’ operations, the existing condition of land when we buy it, operations in the vicinity of our properties, such as the
presence of underground and above-ground storage tanks, or activities of unrelated third parties. The presence of hazardous substances, or the failure to properly
remediate these substances, may make it difficult or impossible to sell or rent such property.

We obtain satisfactory Phase I environmental assessments on each property we purchase. A Phase I assessment is an inspection and review of the property, its
existing and prior uses, aerial maps and records of government agencies for the purpose of determining the likelihood of environmental contamination. A Phase 1
assessment includes only non-invasive testing. It is possible that all environmental liabilities were not identified in the Phase I assessments we obtained or that a
prior owner, operator or current occupant has created an environmental condition which we do not know about. There can be no assurance that future law,
ordinances or regulations will not impose material environmental liability on us or that the current environmental condition of our properties will not be affected
by our tenants, or by the condition of land or operations in the vicinity of our properties such as the presence of underground and above-ground storage tanks or
groundwater contamination.

Acquisition Activity

As of December 31, 2013, we owned eleven healthcare properties which were acquired from August 2012 to December 31, 2013. All of these properties are
included in our accompanying consolidated financial statements and in the properties summary as provided under “Item 2. Properties” referenced below. All of
our industrial properties have been sold as of December 31, 2013. We have acquired our healthcare properties using the proceeds of debt incurred upon
acquisition of the property and the net proceeds from our industrial property dispositions.

Employees

We have no employees and our executive officers, with the exception of our Chief Financial Officer, are all employees of our Advisor’s affiliates. Substantially
all of our work is performed by employees of our Advisor’s affiliates. Our Chief Financial Officer is contracted directly with the Company and reports to our
audit committee. We are dependent on our Advisor for certain services that are essential to us, including the sale of certain joint venture equity offerings; the
identification, evaluation, negotiation, purchase and disposition of properties; the management of the daily operations of our real estate portfolio; and other
general and administrative responsibilities. In the event that these companies are unable to provide the respective services, we will be required to obtain such
services from other sources.

Available Information

Information about us is available on our website (http://www.crefunds.com). We make available, free of charge, on our Internet website, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed pursuant to Section 13(a) or 15(d) of the
Exchange Act as soon as reasonably practicable after we electronically file such material with the SEC. These materials are also available at no cost in print to
any person who requests it by contacting our Investor Services Department at 1920 Main Street, Suite 400, Irvine, California 92614; telephone (877) 805-3333.
Our filings with the SEC are available to the public over the Internet at the SEC’s website at http://www.sec.gov. You may read and copy any filed document at
the SEC’s public reference room in Washington, D.C. at 100 F Street, N.E., Room 1580 Washington, D.C. Please call the SEC at (800) SEC-0330 for further
information about the public reference rooms.




ITEM 1A. RISK FACTORS

The risks and uncertainties described below can adversely affect our business, operating results, prospects and financial condition. These risks and uncertainties
could cause our actual results to differ materially from those presented in our forward-looking statements.

General

Any adverse changes in the financial health of our Advisor or its affiliates or our relationship with them could hinder our operating performance and the
return on your investment. We may have difficulty finding a suitable replacement and/or finding a qualified successor advisor, and any successor advisor
may not be as well suited to manage us. These potential changes could result in a significant disruption of our business and may adversely affect the value of
your investment in us.

We are dependent on our Advisor to manage our operations and our portfolio of real estate assets. Our Advisor depends upon the fees and other compensation
that it receives from us in connection with the purchase, financing, leasing and management and sale of our properties to conduct its operations. To date, the fees
we pay to our Advisor have been inadequate to cover its operating expenses. Based in part on recent activities, we believe that our Advisor is suffering severe
financial difficulties. Further, to cover its operational shortfalls, our Advisor has relied on cash raised in private securities offerings of its sole member. If our
Advisor is unable to meet its obligations, we might be required to find alternative service providers, which could result in a significant disruption of our business
and may adversely affect the value of your investment in us. In the event that the Company decides to find a replacement advisor, we may not be able to find a
suitable replacement advisor and may need to make alternative arrangements, which may be more costly or less effective than our current arrangement. Also, as
our Advisor struggles to meet its obligations, these distractions may adversely impact our operations and harm your investment (see Note 18 to the accompanying
Consolidated Financial Statements).

We have paid, and may in the future, pay distributions from sources other than cash provided from operations which may reduce cash flow available for
investments.

Until our investments in real estate generate operating cash flow sufficient to make distributions to stockholders, we may pay a substantial portion of our
distributions from the proceeds of future offerings or from borrowings in anticipation of future cash flow. To the extent that we use offering proceeds or proceeds
from property sales to fund distributions to stockholders, the amount of cash available for investment in properties will be reduced. Additionally, if we are unable
to raise additional capital at acceptable terms, our ability to invest in real estate and to pay distributions will be negatively impacted. We have not paid any
distributions since December 31, 2011 and may not pay any for the foreseeable future.

QOur stockholders have limited control over changes in our policies and operations, which increases the uncertainty and risks our stockholders face.

Our board of directors determines our major policies, including our policies regarding investment, financing, growth, debt capitalization, REIT qualification and
distributions. Our board of directors has recently undertaken a process of evaluating strategic alternatives, concluding that a repositioning of our assets into
healthcare properties will likely maximize value for our stockholders. As a result of this process, or otherwise, our board of directors may determine that it is in
our best interest to amend or revise certain of our major policies. Our board of directors may amend or revise these policies without a vote of the stockholders.
Under Maryland General Corporation Law and our charter, our stockholders have a right to vote only on limited matters. Our board of director’s broad discretion
in setting policies and our stockholders’ inability to exert control over those policies increases the uncertainty and risks our stockholders face.

We may not be able to execute on our repositioning strategy.
In connection with the continued implementation of our repositioning strategy, we face a number of risks and uncertainties, including:

o Ability to raise additional debt and equity capital on favorable terms to us;
o Auvailability to acquire sufficient health care properties on favorable terms to us;

e Completion of sufficient due diligence in connection with the additional proposed healthcare investments and negotiation of favorable lease and/or
operating arrangements with the operators of such facilities;




e Availability of financing on satisfactory terms and conditions to replace our maturing loan obligations and to partially fund new real estate investments;

e Regulatory environment uncertainty due to the phased implementation of the Patient Protection and Affordable Care Act and its impact upon healthcare
facility operator reimbursement, including the impact of such regulations on reimbursement rates, or any other regulatory action, including on a state
level, that serves to reduce reimbursement rates for services provided by our tenants; and

e Success of the operators of the facilities we may acquire as we are dependent on their performance.

Should the execution of the next phase of our repositioning strategy not be successful or take longer or be more expensive to execute than anticipated, then our
results of operations will be harmed and our Advisor may not be able to reimburse us for any excess operating and organization costs and expenses incurred on
our behalf and our organizational costs and to otherwise provide sponsor services to us. Also, any such failure or delays in implementation or disruption to our
business will further delay or prevent the restoration of distributions to common stockholders and the stock repurchase program. If we are not successful with our
repositioning strategy, we may be forced to pursue an alternative strategy including liquidating our real estate portfolio or merging with another company.




Our limited operating history as a healthcare REIT makes it difficult for you to evaluate us. In addition we have incurred losses in the past and may continue
to incur losses.

We have a limited operating history as a healthcare REIT. We cannot assure our stockholders that we will be able to operate our business successfully or
implement our operating policies and strategies. Our stockholders should not assume that our performance will be similar to the past performance of other real
estate investment programs sponsored by affiliates of our Advisor. As a consequence, our past performance and the past performance of other real estate
investment programs sponsored by affiliates of our Advisor may not be indicative of the performance we will achieve. We have eleven healthcare properties as of
the date of this report. We have sold all of our industrial properties. Historically, we have generated limited income, cash flow, funds from operations or funds
from which to make distributions to our stockholders. In addition, we have incurred substantial losses since our inception and we may continue to incur losses.

Because there is no public trading market for our stock, it will be difficult for stockholders to sell their stock. Further, we do not expect to have funds
available for redemptions during 2014 and are uncertain when and on what terms we will be able to resume ordinary redemptions. If stockholders are able to
sell their stock, they will likely sell it at a substantial discount.

There is no current public market for our stock and there is no assurance that a public market will ever develop for our stock. Our charter contains restrictions on
the ownership and transfer of our stock, and these restrictions may inhibit our stockholders’ ability to sell their stock. Our charter prevents any one person from
owning more than 9.8% in number of shares or value, whichever is more restrictive, of the outstanding shares of any class or series of our stock unless exempted
by our board of directors. Our charter also limits our stockholders’ ability to transfer their stock to prospective stockholders unless (i) they meet suitability
standards regarding income or net worth, and (ii) the transfer complies with minimum purchase requirements. Our stock repurchase program has been suspended
since December 31, 2010. If and when redemptions resume under our stock repurchase program, it is limited in terms of the number of shares of stock which may
be redeemed annually and may also be limited, suspended or terminated at any time. We have no obligations to purchase our stockholders’ stock if redemption
would violate restrictions on cash distributions under Maryland law.

We believe the value of our stock owned by our stockholders has declined substantially from the issue price. It may be difficult for our stockholders to sell their
stock promptly or at all. If our stockholders are