
 

 
WEST\290016022.2 

RISK FACTORS 

Investing in our common stock involves a high degree of risk and uncertainties. You should carefully consider the following 

risk factors and all other information contained in this prospectus before purchasing our common stock. If any of the following risks 

were to occur, our business, financial condition or results of operations could be materially and adversely affected. In these 

circumstances, the value of our common stock may decline, and you could lose some or all of your investment. The risks and 

uncertainties described below are not the only ones we face but do represent those risks and uncertainties that we believe are material 

to us. Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also harm our business. 

Risks Related to an Investment in our Common Stock 

Because no public trading market for your shares currently exists, it will be difficult for you to sell your shares and, if you are able 

to sell your shares, you will likely sell them at a substantial discount to the offering price. 

There is currently no public market for our shares and we currently have no plans to list our shares on a securities exchange. 

Our charter does not require our directors to seek shareholder approval to liquidate our assets and dissolve by a specified date or at all, 

nor does our charter require our directors to list our shares for trading on a national securities exchange by a specified date or at all. 

Any subsequent sale must comply with applicable state and federal securities laws. Our charter prohibits the ownership of more than 

9.8% of our stock, unless exempted by our board of directors, which may inhibit large investors from desiring to purchase your shares. 

Moreover, our share repurchase program includes numerous restrictions that limit your ability to sell your shares to us, and our board 

of directors may amend, suspend, or terminate our share repurchase program upon 15 days’ notice to our shareholders. We descr ibe 

the restrictions of our share repurchase program in detail under “Description of Shares—Share Repurchase Program.” Therefore, it 

will be difficult for you to sell your shares promptly or at all. If you are able to sell your shares, you will likely have to sell them at a 

substantial discount to their offering price. It is also likely that your shares will not be accepted as the primary collateral for a loan. 

You should purchase our shares only as a long-term investment because of the illiquid nature of the shares. 

We will face significant competition for multifamily apartment communities and multifamily real estate-related assets, which may 

limit our ability to acquire suitable investments and achieve our investment objectives or make distributions. 

We will be competing to acquire multifamily apartment communities and multifamily real estate-related assets with other 

REITs, real estate limited partnerships, pension funds and their advisors, bank and insurance company investment accounts, and other 

entities. Many of our competitors have greater financial resources, and a greater ability to borrow funds to acquire properties, than we 

do. We cannot be sure that the board of directors and our advisor will be successful in obtaining suitable investments on financially 

attractive terms or that, if investments are made, our objectives will be achieved. 

If we are unable to find suitable investments or if we raise substantial offering proceeds in a short period of time and are unable to 

invest all of the offering proceeds promptly, we may not be able to achieve our investment objectives or make distributions. 

The more money we raise in this offering, the greater our challenge will be to invest all of the offering proceeds on attractive 

terms. If we are unable to promptly find suitable multifamily apartment communities or multifamily real estate-related assets, we will 

hold the proceeds from this offering in an interest-bearing account or invest the proceeds in short-term investments and may, 

ultimately, liquidate. We could also suffer from delays in locating suitable investments. In addition, our sponsor is sponsoring 

Cottonwood Multifamily Opportunity Fund, Inc. which has investment objectives that overlap with ours. Our reliance on our advisor 

and sponsor and the real estate professionals that such persons retain to identify suitable investments for us at times when such persons 

are simultaneously seeking to identify suitable investments for other affiliated programs could also delay the investment of the 

proceeds of this offering. Delays we encounter in the selection and acquisition of income-producing multifamily apartment 

communities or the acquisition or origination of multifamily real estate-related assets would likely limit our ability to make 

distributions to you and reduce your overall returns. 

Furthermore, where we acquire properties prior to the start of construction or during the early stages of construction, it will 

typically take several months to complete construction and rent available space. Therefore, you could suffer delays in the receipt of 

distributions attributable to those particular properties. 
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Our success is dependent on general market and economic conditions. 

The real estate industry generally and the success of our investment activities in particular will both be affected by global and 

national economic and market conditions generally and by the local economic conditions where our properties are located. These 

factors may affect the level and volatility of real estate prices, which could impair our profitability or result in losses. In addition, 

general fluctuations in the market prices of securities and interest rates may affect our investment opportunities and the value of our 

investments. Our sponsor’s financial condition may be adversely affected by a significant economic downturn and it may be subject to 

legal, regulatory, reputational and other unforeseen risks that could have a material adverse effect on its businesses and operations 

(including our advisor). 

A recession, slowdown and/or sustained downturn in the U.S. real estate market, and to a lesser extent, the global economy 

(or any particular segment thereof) would have a pronounced impact on us, the value of our assets and our profitability, impede the 

ability of our assets to perform under or refinance their existing obligations, and impair our ability to effectively deploy our capital or 

realize upon investments on favorable terms. We could also be affected by any overall weakening of, or disruptions in, the financial 

markets. Any of the foregoing events could result in substantial losses to our business, which losses will likely be exacerbated by the 

presence of leverage in our investments capital structures. 

For example, during the recent financial crisis, the availability of debt financing secured by commercial real estate was 

significantly restricted as a result of a prolonged tightening of lending standards. Due to the uncertainties created in the credit market, 

real estate investors were unable to obtain debt financing on attractive terms, which adversely affected investment returns on 

acquisitions and their ability to even make acquisitions or tenant improvements to existing holdings. Any future financial market 

disruptions may force us to use a greater proportion of our offering proceeds to finance our acquisitions and fund tenant 

improvements, reducing the number of acquisitions we would otherwise make. 

Because our shareholders will not have the opportunity to evaluate any investments we may make with the proceeds from this 

offering before we make them, we are considered to be primarily a blind pool. We may make investments with which our 

shareholders do not agree. 

We are considered to be a “blind pool” and, except as described in a supplement to this prospectus, we are not able to provide 

you with any information to assist you in evaluating the merits of any specific assets that we may acquire. We will seek to invest 

substantially all of the proceeds from this offering in the acquisition of or investment in interests in multifamily apartment 

communities and multifamily real estate-related assets. Our advisor and board of directors have broad discretion when identifying, 

evaluating and making such investments. You will have no opportunity to evaluate the transaction terms or other financial or 

operational data concerning specific investments before we invest in them. Furthermore, our advisor and board of directors have broad 

discretion in implementing policies regarding tenant or mortgagor creditworthiness and you will likewise have no opportunity to 

evaluate potential tenants, managers or borrowers. As a result, you must rely on our advisor and board of directors to identify and 

evaluate our investment opportunities, and they may not be able to achieve our business objectives, may make unwise decisions or 

may make investments with which you do not agree. 

If we raise substantially less than the maximum amount in this offering, adverse investment performance, increased expenses, and 

our fixed operating expenses will have a more significant adverse impact on our ability to achieve our business objectives and to 

make distributions than if we raise the maximum amount in this offering. 

Our common stock is being offered on a “best-efforts” basis and no individual, firm or corporation has agreed to purchase 

any of our common shares in this offering. If we raise substantially less than the maximum amount of funds in this offering, we may 

make fewer investments than we would if we are able to raise the maximum amount of funds in this offering. In that case, the 

likelihood that any single asset’s performance would adversely affect our profitability will increase. In addition, we will incur certain 

fixed operating expenses, such as costs incurred to secure insurance for our officers and directors, regardless of our size. Our failure to 

raise the maximum amount in this offering would increase our fixed operating expenses as a percentage of gross income, reducing our 

net income and cash flow and limiting our ability to make distributions to you. 
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If we fail to diversify our investment portfolio, downturns relating to certain geographic regions, types of assets, industries or 

business sectors may have a more significant adverse impact on our assets and our ability to make distributions than if we had a 

diversified investment portfolio. 

While we intend to diversify our portfolio of investments in the manner described in this prospectus, we are not required to 

observe specific diversification criteria. Therefore, our investments in multifamily apartment communities and multifamily real estate-

related assets may be concentrated in assets that are subject to higher risk of foreclosure or concentrated in a limited number of 

geographic locations. To the extent that our portfolio is concentrated in limited geographic regions, downturns relating generally to 

such region may result in defaults on a number of our investments within a short time period, which may reduce our net income and 

the value of our common stock and accordingly limit our ability to make distributions to you. 

We have little to no operating history and we may not be able to operate our business successfully or generate sufficient revenue to 

make or sustain distributions to our shareholders. 

We are a recently formed company and we have little to no operating history. We were incorporated in the State of Maryland 

on July 27, 2016. As of the date of this prospectus we own one multifamily community, a B note secured by a mortgage on a 

multifamily development project and a preferred equity investment in a multifamily development project. We cannot assure you that 

we will be able to operate our business successfully or implement our operating policies and strategies described in this prospectus. 

We can provide no assurance that our performance will replicate the past performance of Cottonwood Residential O.P., LP, 

Cottonwood Residential, Inc., Cottonwood Residential II, Inc. or any program sponsored by Cottonwood Residential O.P., LP, 

Cottonwood Residential, Inc., or Cottonwood Residential II, Inc. Our investment returns could be substantially lower than the returns 

achieved by Cottonwood Residential O.P., LP., Cottonwood Residential, Inc. and Cottonwood Residential II, Inc. The results of our 

operations depend on several factors, including the availability of opportunities for the acquisition of target assets, the level and 

volatility of interest rates, the availability of short and long-term financing, and conditions in the financial markets and economic 

conditions.  

We are dependent upon our advisor and its affiliates and 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 our shareholders’ investment. 

We are dependent on our advisor to manage our operations and our portfolio of multifamily apartment communities and 

multifamily real estate-related assets. Any adverse change in the financial condition of our advisor or our relationship with our advisor 

could hinder its ability to successfully manage our operations and our portfolio of investments. 

 Our ability to achieve our investment objectives and to conduct our operations is dependent upon the performance of our 

advisor, which is an affiliate of Cottonwood Residential O.P., LP, the operating partnership of Cottonwood Residential II, Inc., our 

sponsor.  Cottonwood Residential II, Inc.’s and Cottonwood Residential O.P., LP’s business is sensitive to trends in the general 

economy, as well as the commercial real estate and credit markets. To the extent Cottonwood Residential II, Inc. no longer acts as our 

sponsor or any decline in its or Cottonwood Residential O.P., LP’s revenues and operating results impacts the performance of our 

advisor, our results of operations and financial condition could also suffer. If our relationship with our advisor, its affiliates and their 

real estate professionals is terminated for any reason, it will be difficult for us to implement our business strategy or manage our 

portfolio unless we engage another party to provide the services to be provided by our advisor, its affiliates and employees.  

We have paid distributions from offering proceeds. In the future we may continue to fund distributions with offering proceeds. To 
the extent we fund distributions from sources other than our cash flow from operations, we will have less funds available for 
investment in multifamily apartment communities and multifamily real estate-related assets and the overall return to our 
shareholders may be reduced. 
 

Our charter permits us to make distributions from any source, including offering proceeds or borrowings (which may constitute 
a return of capital), and our charter does not limit the amount of funds we may use from any source to pay such distributions. We intend 
to make distributions on our common stock on a per share basis with each share receiving the same distribution. If we fund distributions 
from financings, the proceeds from this or future offerings or other sources, we will have less funds available for investment in 
multifamily apartment communities and other multifamily real estate-related assets and the number of real estate properties that we 
invest in and the overall return to our shareholders may be reduced. If we fund distributions from borrowings, our interest expense and 
other financing costs, as well as the repayment of such borrowings, will reduce our earnings and cash flow from operations available 
for distribution in future periods. If we fund distributions from the sale of assets or the maturity, payoff or settlement of multifamily real 
estate-related assets, this will affect our ability to generate cash flows from operations in future periods. 
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We expect to have little, if any, cash flow from operations available for distribution until we make substantial investments. 
During the early stages of our operations, it is likely that we will use sources of funds which may constitute a return of capital to fund 
distributions. During this offering stage, when we may raise capital more quickly than we acquire income-producing assets, and for 
some period after this offering stage, we may not be able to make distributions solely from our cash flow from operations. Further, 
because we may receive income from our investments at various times during our fiscal year and because we may need cash flow from 
operations during a particular period to fund capital expenditures and other expenses, we expect that at least during the early stages of 
our existence and from time to time during our operational stage, we will declare distributions in anticipation of cash flow that we expect 
to receive during a later period and we will make these distributions in advance of our actual receipt of these funds. In addition, to the 
extent our investments are in development or redevelopment projects or in properties that have significant capital requirements, our 
ability to make distributions may be negatively impacted, especially during our early periods of operation. In these instances, we expect 
to look to third party borrowings to fund our distributions. We may also fund such distributions from the sale of assets. To the extent 
that we pay distributions from sources other than our cash flow from operating activities, we will have less funds available for the 
acquisition of real estate investments, the overall return to our shareholders may be reduced and subsequent investors will experience 
dilution. In addition, to the extent distributions exceed cash flow from operating activities, a shareholder's basis in our stock will be 
reduced and, to the extent distributions exceed a shareholder's basis, the shareholder may recognize capital gain. 

 
For the year ended December 31, 2019, we made aggregate distributions of $2,004,075, including $1,602,472 distributions 

paid in cash and $401,603 of distributions reinvested through our distribution reinvestment plan. Our net loss for the year ended 
December 31, 2019 was $3,296,194. Cash flows used in operating activities for the year ended December 31, 2019 was $459,142. We 
funded our total distributions paid, which includes net cash distributions and distributions reinvestment by shareholders, with $384,310 
prior period cash provided by operating activities and $1,619,765 of offering proceeds. Generally, for purposes of determining the source 
of our distributions paid, we assume first that we use cash flow from operating activities from the relevant or prior periods to fund 
distribution payments. 

 

The value of a share of our common stock may be diluted if we pay stock dividends. 

Our board of directors may declare stock dividends. Although there are a number of factors that would be considered in 

connection with such a declaration, we expect such stock dividends are most likely to be declared if our board of directors believes 

that (i) our portfolio has appreciated in value from its aggregate acquisition cost or (ii) additional sales of common stock in our 

offering at the current offering price would dilute the value of a share of our then existing shareholders. Phantom income could result 

from such stock dividends. 

While our objective is to acquire assets that appreciate in value, there can be no assurance that assets we acquire will 

appreciate in value. If our board of directors declared a stock dividend for investors who purchase our shares early in this offering, as 

compared with later investors, those investors who received the stock dividends will receive more shares for the same cash investment 

as a result of any stock dividends. Because they own more shares, upon a sale or liquidation of the company, these early investors will 

receive more sales proceeds or liquidating distributions relative to their invested capital compared to later investors. Furthermore, 

unless our assets appreciate in an amount sufficient to offset the dilutive effect of the prior stock dividends, the value per share for 

later investors purchasing our stock will be below the value per share of earlier investors. 

Our rights and the rights of our shareholders to recover claims against our officers and directors are limited, which could reduce 

your and our recovery against them if they negligently cause us to incur losses. 

Maryland law provides that an officer or director has no liability in that capacity if he or she performs his or her duties in 

good faith, in a manner he or she reasonably believes to be in our best interests and with the care that an ordinarily prudent person in a 

like position would use under similar circumstances. Our charter provides that our officers and directors will not be liable to us or our 

shareholders for monetary damages and that we will generally indemnify them for losses unless our directors are negligent or engage 

in misconduct or our independent directors are grossly negligent or engage in willful misconduct. As a result, you and we may have 

more limited rights against our officers and directors than might otherwise exist under common law, which could reduce our and your 

recovery from these persons if they act in a negligent manner. Our charter also requires us, to the maximum extent permitted by 

Maryland law, to indemnify and, without requiring a preliminary determination of the ultimate entitlement to indemnification, pay or 

reimburse reasonable expenses in advance of the final disposition of a proceeding to any individual who is a present or former director 

or officer and who is made or threatened to be made a party to the proceeding by reason of his or her service in that capacity or any 

individual who, while a director or officer and at our request, serves or has served as a director, officer, partner, member, manager or 

trustee of another corporation, partnership, limited liability company, joint venture, trust, employment benefit plan or other enterprise 

and who is made or threatened to be made a party to the proceeding by reason of his or her service in that capacity. 
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We may change our targeted investments and our policies without shareholder consent. 

We invest in multifamily apartment communities (including certain multifamily apartment communities that include certain 

retail or other commercial uses) and multifamily real estate-related assets. Except as described in this prospectus, we are not restricted 

as to the following: 

• where we may acquire multifamily apartment communities in the United States; 

• the percentage of our proceeds that may be invested in properties as compared with the percentage of our proceeds that 

we may invest in multifamily real estate-related assets; investment in direct interests in real estate and multifamily real 

estate-related assets will have differing risks and profit potential; or 

• the percentage of our proceeds that we may invest in any one real estate investment (the greater the percentage of our 

offering proceeds invested in one asset, the greater the potential adverse effect on us if that asset is unprofitable). 

Although this prospectus describes our target portfolio, we may make adjustments to our target portfolio based on real estate 

market conditions and investment opportunities and we may change our targeted investments and investment guidelines at any time 

without the consent of our shareholders, which could result in our making investments that are different from, and possibly riskier 

than, the investments described in this prospectus. A change in our targeted investments or investment guidelines could adversely 

affect the value of our common stock and our ability to make distributions to you. 

Our board of directors determines our major policies, including our policies regarding financing, growth, REIT qualification, 

NAV methodologies and distributions. Our board of directors may amend or revise these and other policies without a vote of the 

shareholders. Under Maryland General Corporation Law and our charter, our shareholders have a right to vote only on limited matters. 

Our board of director’s broad discretion in setting policies and our shareholders’ inability to exert control over those policies increases 

the uncertainty and risks you face as a shareholder. 

Risks Related to Conflicts of Interest 

Our advisor, our officers and the real estate, debt finance, legal, management and accounting professionals we retain will face 

competing demands on their time and this may cause our operations and our shareholders’ investment to suffer. 

Subject to the supervision of our board of directors, we rely on our advisor, our officers, and the real estate, debt finance, 

legal, management, and accounting professionals that we retain to provide services to us for the day-to-day operation of our business. 

Our advisor and its affiliates have sponsored and advise other real estate programs and rely on many of the same real estate, debt 

finance, legal, management, and accounting professionals, as will future programs sponsored by our advisor and its affiliates. As a 

result of their interests in other programs sponsored by our advisor and their obligations to other investors, these professionals will 

likely face conflicts of interest in allocating their time among us and other programs sponsored by our advisor and its affiliates, as well 

as other business activities in which they are involved. During times of intense activity in other programs and ventures, these 

individuals may devote less time and fewer resources to our business than are necessary or appropriate to manage our business. If 

these events occur, the returns on our investments, and the value of your investment, may decline. 

All of our executive officers, some of our directors and the key real estate and debt finance professionals we retain face conflicts of 

interest related to their positions and/or interests in our advisor, Cottonwood Residential O.P., LP, and its affiliates, which could 

hinder our ability to implement our business strategy and to generate returns to our shareholders. 

All of our executive officers, some of our directors, and the key real estate and debt finance professionals we retain are also 

executive officers, directors and/or key professionals of our advisor, Cottonwood Residential O.P., LP and its affiliates. As a result, 

they owe fiduciary or other duties to each of these entities, their members and limited partners, which fiduciary or other duties may 

from time to time conflict with the fiduciary or other duties that they owe to us and our shareholders. Their loyalties to these other 

entities and investors could result in action or inaction that is detrimental to our business, which could harm the implementation of our 

business strategy and our investment and leasing opportunities. Cottonwood Communities Investor, LLC, a wholly owned subsidiary 

of Cottonwood Residential O.P., LP, will be a limited partner in our operating partnership and may have interests that are different 

than ours. If we do not successfully implement our business strategy, we may be unable to generate the cash needed to make 

distributions to our shareholders and to maintain or increase the value of our assets. Because some of our directors are also officers 

and directors of Cottonwood Residential II, Inc., they may make decisions regarding the management of the properties which are not 

in the best interests of our shareholders. 
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Conflicts of interest could result in our management acting other than in our shareholders’ best interest.  

We are party to an advisory agreement with CC Advisors III, LLC. CC Advisors III, LLC is owned by Cottonwood 

Communities Advisors, LLC.  Cottonwood Residential O.P., LP. is the sole shareholder in one of the three members and the manager 

of Cottonwood Communities Advisors, LLC.  In addition, two of the members of Cottonwood Communities Advisors, LLC are 

owned by employees of Cottonwood Residential O.P., LP.  Because our affiliated directors and certain of our officers are also current 

officers and directors of Cottonwood Residential II, Inc., and employees of Cottonwood Residential O.P., LP, and certain other 

officers are officers of the sole member and manager of our advisor and have an indirect membership interest in our advisor and the 

promotional interest from our operating partnership they may make decisions regarding the advisory agreement which are not in the 

best interests of our shareholders. 

Cottonwood Communities Advisors, LLC is also the sole member of two other entities that act as advisor to Cottonwood 

Multifamily REIT I, Inc. and Cottonwood Multifamily REIT II, Inc.  We may compete with these and other affiliates of our advisor 

for opportunities to acquire or sell multifamily apartment communities and multifamily real estate-related assets, which may have an 

adverse impact on our operations. We may also buy or sell multifamily apartment communities and multifamily real estate-related 

assets at the same time as affiliates of our advisor. There may be a conflict of interest with respect to the selection of multifamily 

apartment communities and multifamily real estate-related assets to be purchased by us and/or our advisor and its affiliates. Affiliates 

of our advisor may own competing properties in the markets in which our multifamily apartment communities are located which may 

lead to conflicts of interests with respect to the operations and management of our multifamily apartment communities. For more 

details on how we and our advisor and its affiliates will handle potential investment opportunities see “Conflicts of Interest – 

Allocation of Investment Opportunities.” 

The fees we pay to affiliates in connection with the management of our assets and investments were determined without the benefit 

of arm’s-length negotiations of the type normally conducted between unrelated parties. 

The fees paid to our property manager and advisor for services it provides for us were determined without the benefit of 

arm’s-length negotiations of the type normally conducted between unrelated parties, may be in excess of amounts that we would 

otherwise pay to third parties for such services and may reduce the amount of cash that would otherwise be available for investments 

in multifamily apartment communities and multifamily real estate-related assets and distributions to our shareholders. In addition, the 

fees paid to our advisor could be different if our advisor did not pay our offering and organizational costs. 

Our advisor faces conflicts of interest relating to the fees that we may pay to it and its affiliates, which could result in actions that 

are not necessarily in the long-term best interests of our shareholders. 

Pursuant to our operating partnership agreement, Cottonwood Communities Investor, LLC is entitled to distributions (which 

right it has assigned to Cottonwood Communities Advisors Promote, LLC) that are structured to provide incentive to our advisor to 

perform in our best interests and in the best interests of our shareholders. Additionally, our advisor may be entitled to a contingent 

acquisition fee and a contingent financing fee if our common shareholders receive a specified return on their investment. The amount 

of such compensation has not been determined as a result of arm’s-length negotiations, and such amounts may be greater than 

otherwise would be payable to independent third parties. Because, however, our advisor is entitled to receive substantial minimum 

compensation regardless of performance, the interests of our advisor and its affiliates is not wholly aligned with those of our 

shareholders. In that regard, our advisor could be motivated to recommend riskier or more speculative investments in order for us to 

generate the specified levels of performance or sales proceeds that would entitle our advisor and its affiliates to additional 

compensation. In addition, Cottonwood Communities Advisors Promote, LLC’s potential participation in sale proceeds could result in 

our advisor recommending sales of our investments at the earliest possible time at which sales of investments would produce the level 

of return that would entitle Cottonwood Communities Advisors Promote, LLC to distributions relating to such sales, even if continued 

ownership of those investments might be in our best long-term interest. 

Affiliates of our advisor have sponsored other entities and offerings and may sponsor additional entities and offerings in the 

future. 

Affiliates of our advisor act as the advisor to Cottonwood Multifamily REIT I, Inc. and Cottonwood Multifamily REIT II, 

Inc. which have investment objectives that are similar to ours. In addition, it is possible that our advisor or its affiliates may form 

future REITs and sponsor other entities and offerings that may invest in assets that are similar to the multifamily apartment 

communities and multifamily real estate-related assets we intend to acquire. As a result, the conflicts of interest with respect to time, 

selection of investments and management of our investments may increase if our advisor or its affiliates sponsor additional programs. 
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If the advisory agreement with our advisor is terminated on or before August 13, 2028 for any reason other than because of the 

fraud, gross negligence or willful misconduct of our advisor, we will be required to pay the accrued contingent acquisition fees and 

accrued contingent financing fees. 

Our advisor is entitled to receive contingent acquisition fees related to our purchase of multifamily apartment communities 

and multifamily real estate-related assets and contingent financing fees related to our financing of multifamily apartment communities 

and multifamily real estate-related assets. Our advisor has agreed to defer the payment of any acquisition fee or financing fee until our 

common shareholders’ receipt of certain specified returns. However, if the advisory agreement is terminated before August 13, 2028, 

for any reason other than the fraud, gross negligence or willful misconduct of our advisor, the acquisition fees and financing fees will 

become immediately due and payable by us. Thus, there may be conflicts of interest with respect to the termination of the advisory 

agreement and the payment of the contingent acquisition fees and contingent financing fees. 

Our advisor may assign its obligations under the advisory agreement to its affiliates, who may not have the same expertise or 

provide the same level of service as our advisor. 

Under the advisory agreement, our advisor may assign its responsibilities under the agreement to any of its affiliates with the 

approval of the conflicts committee. If there is such an assignment or transfer, the assignee may not have comparable operational 

expertise, have sufficient personnel or manage our company as well as our advisor. 

Risks Related to This Offering and Our Corporate Structure 

Our charter limits the number of shares a person may own, which may discourage a takeover that could otherwise result in a 

premium price to our shareholders. 

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary and desirable to preserve 

our qualification as a REIT. To help us comply with the REIT ownership requirements of the Internal Revenue Code, our charter 

prohibits a person from directly or constructively owning more than 9.8% of our outstanding shares, unless exempted by our board of 

directors. This restriction may have the effect of delaying, deferring, or preventing a change in control of us, including an 

extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our assets) that might provide a premium 

price for holders of our common stock. 

Our charter permits our board of directors to issue stock with terms that may subordinate the rights of our common shareholders 

or discourage a third party from acquiring us in a manner that could result in a premium price to our shareholders. 

Our board of directors may classify or reclassify any unissued common stock or preferred stock and establish the preferences, 

conversion or other rights, voting powers, restrictions, limitations as to dividends and other distributions, qualifications and terms or 

conditions of redemption of any such stock. Thus, our board of directors could authorize the issuance of preferred stock with priority 

as to distributions and amounts payable upon liquidation over the rights of the holders of our common stock. Such preferred stock 

could also have the effect of delaying, deferring or preventing a change in control of us, including an extraordinary transaction (such 

as a merger, tender offer or sale of all or substantially all of our assets) that might provide a premium price to holders of our common 

stock. 

Holders of our preferred stock will have dividend, liquidation and other rights that are senior to the rights of the holders of our 
common stock. 
 

Our board of directors has the authority to designate and issue preferred stock with liquidation, dividend and other rights that 
are senior to those of our common stock. On November 8, 2019, we classified and designated 5,000,000 shares of our authorized but 
unissued preferred stock as shares of non-voting Series 2019 preferred stock which we are offering for sale through a best-efforts private 
placement offering of up to $50,000,000 to accredited investors only. The outstanding Series 2019 preferred stock is entitled to receive 
a preferred dividend equal to a 5.5% (subject to an increase to 6.0% in certain circumstances) per annum cumulative but not compounded 
return on invested capital on the purchase price of $10.00. 

 

Holders of our Series 2019 preferred stock are entitled to cumulative dividends before any dividends may be declared or set 

aside on our common stock, or the redemption of our common stock. Upon our voluntary or involuntary liquidation, dissolution or 

winding up, before any payment is made to holders of our common stock, holders of the preferred stock are entitled to receive a 

liquidation preference of $10.00 per share plus any accrued and unpaid distributions. This will reduce the remaining amount of our 
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assets, if any, available to distribute to holders of our common stock. Because the offering of the Series 2019 preferred stock is being 

made without a firm commitment for any purchase of the preferred stock, we can provide no assurances as to how many, if any, shares 

of preferred stock we will issue.  As of March 20, 2020, we had sold 830,099 shares of Series 2019 preferred stock for aggregate gross 

offering proceeds of $8,263,329.  

Our charter designates the Circuit Court for Baltimore City, Maryland as the sole and exclusive forum for certain types of actions 

and proceedings that may be initiated by our shareholders, which could limit our shareholders’ ability to obtain a favorable 

judicial forum for disputes with us or our directors, officers or employees. 

 

 Our charter provides that, unless we consent in writing to the selection of an alternative forum, the Circuit Court for 

Baltimore City, Maryland shall be the sole and exclusive forum for (a) any derivative action or proceeding brought on our behalf, (b) 

any action or proceeding asserting a claim of breach of any duty owed by any of our directors or officers or other employees to us or 

to our shareholders, (c) any action or proceeding asserting a claim arising pursuant to any provision of the Maryland General 

Corporation Law or our charter or our bylaws, or (d) any action or proceeding asserting a claim that is governed by the internal affairs 

doctrine, and any of our record or beneficial shareholders who is a party to such an action or proceeding shall cooperate in any request 

that we may make that the action or proceeding be assigned to the Court’s Business and Technology Case Management Program. We  

note we currently have no employees. This choice of forum provision may limit a shareholder’s ability to bring a claim in a judicial 

forum that the shareholder believes is favorable for disputes with us or our directors, officers or employees, which may discourage 

meritorious claims from being asserted against us and our directors, officers and employees. Alternatively, if a court were to find this 

provision of our bylaws inapplicable to, or unenforceable in respect of, one or more of the specified types of actions or proceedings, 

we may incur additional costs associated with resolving such matters in other jurisdictions, which could adversely affect our business, 

financial condition or results of operations. We adopted this provision because we believe it makes it less likely that we will be forced 

to incur the expense of defending duplicative actions in multiple forums and less likely that plaintiffs’ attorneys will be able to employ 

such litigation to coerce us into otherwise unjustified settlements, and we believe the risk of a court declining to enforce this provision 

is remote, as the General Assembly of Maryland has specifically amended the Maryland General Corporation Law to authorize the 

adoption of such provisions.  The exclusive forum provision of our charter does not establish exclusive jurisdiction in the Circuit 

Court for Baltimore City, Maryland for claims that arise under the Securities Act, the Exchange Act or other federal securities laws if 

there is exclusive or concurrent jurisdiction in the federal courts. 
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Your investment return may be reduced if we are required to register as an investment company under the 

Investment Company Act; if our subsidiaries or we become an unregistered investment company, then we could 

not continue our business. 

Neither we nor any of our subsidiaries intend to register as investment companies under the Investment 

Company Act. If we or our subsidiaries were obligated to register as investment companies, then we would have to 

comply with a variety of substantive requirements under the Investment Company Act that impose, among other 

things: 

• limitations on capital structure; 

• restrictions on specified investments; 

• prohibitions on transactions with affiliates; and 

• compliance with reporting, record keeping, voting, proxy disclosure and other rules and regulations 

that would significantly increase our operating expenses. 

Under the relevant provisions of Section 3(a)(1) of the Investment Company Act, an investment company 

is any issuer that: 

• pursuant to Section 3(a)(1)(A), is or holds itself out as being engaged primarily, or proposes to engage 

primarily, in the business of investing, reinvesting or trading in securities (the “primarily engaged 

test”); or 

• pursuant to Section 3(a)(1)(C), is engaged or proposes to engage in the business of investing, 

reinvesting, owning, holding or trading in securities and owns or proposes to acquire “investment 

securities” having a value exceeding 40% of the value of such issuer’s total assets (exclusive of United 

States government securities and cash items) on an unconsolidated basis (the “40% test”). “Investment 

securities” excludes United States government securities and securities of majority-owned subsidiaries 

that are not themselves investment companies and are not relying on the exception from the definition 

of investment company under Section 3(c)(1) or Section 3(c)(7) (relating to private investment 

companies). 

Neither we nor our Operating Partnership should be required to register as an investment company under 

either of the tests above. With respect to the 40% test, most of the entities through which we and our Operating 

Partnership will own our assets will be majority-owned subsidiaries that will not themselves be investment 

companies and will not be relying on the exceptions from the definition of investment company under Section 

3(c)(1) or Section 3(c)(7) (relating to private investment companies). 

With respect to the primarily engaged test, we and our Operating Partnership will be holding companies 

and do not intend to invest or trade in securities ourselves. Rather, through the majority-owned subsidiaries of our 

Operating Partnership, we and our Operating Partnership will be primarily engaged in the non-investment company 

businesses of these subsidiaries, namely the business of purchasing or otherwise acquiring real estate and real estate-

related assets. 

If any of the subsidiaries of our Operating Partnership fail to meet the 40% test, then we believe they will 

often be able to rely on Section 3(c)(5)(C) of the Investment Company Act for an exception from the definition of an 

investment company. As reflected in no-action letters, the SEC staff’s position on Section 3(c)(5)(C) generally 

requires that an issuer maintain at least 55% of its assets in “mortgages and other liens on and interests in real estate” 

or qualifying assets; at least 80% of its assets in qualifying assets plus real estate-related assets; and no more than 

20% of the value of its assets in other than qualifying assets and real estate-related assets. To constitute a qualifying 

asset under this 55% requirement, a real estate interest must meet various criteria based on no-action letters. We 

expect that any of the subsidiaries of our Operating Partnership relying on Section 3(c)(5)(C) will invest at least 

55% of its assets in qualifying assets, with substantially all of its remaining assets in other types of real estate-related 

assets. If any subsidiary relies on Section 3(c)(5)(C), then we expect to rely on guidance published by the SEC staff 
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or on our analyses of guidance published with respect to types of assets to determine which assets are qualifying real 

estate assets and real estate-related assets. 

To maintain compliance with the Investment Company Act, our subsidiaries may be unable to sell assets 

we would otherwise want them to sell and may need to sell assets we would otherwise wish them to retain. In 

addition, our subsidiaries may have to acquire additional assets that they might not otherwise have acquired or may 

have to forego opportunities to make investments that we would otherwise want them to make and would be 

important to our investment strategy. Moreover, the SEC or its staff may issue interpretations with respect to various 

types of assets that are contrary to our views and current SEC staff interpretations are subject to change, which 

increases the risk of non-compliance and the risk that we may be forced to make adverse changes to our portfolio. In 

this regard, we note that in 2011 the SEC issued a concept release indicating that the SEC and its staff were 

reviewing interpretive issues relating to Section 3(c)(5)(C) and soliciting views on the application of Section 

3(c)(5)(C) to companies engaged in the business of acquiring mortgages and mortgage related instruments. If we 

were required to register as an investment company but failed to do so, we would be prohibited from engaging in our 

business and criminal and civil actions could be brought against us. In addition, our contracts would be 

unenforceable unless a court required enforcement and a court could appoint a receiver to take control of us and 

liquidate our business. See the “Investment Objectives and Criteria —Investment Limitations Under the Investment 

Company Act of 1940” section of this prospectus. 

 Rapid changes in the values of our assets may make it more difficult for us to maintain our qualification as a 

REIT or our exception from the definition of an investment company under the Investment Company Act. 

If the market value or income potential of our qualifying real estate assets changes as compared to the 

market value or income potential of our non-qualifying assets, or if the market value or income potential of our 

assets that are considered “real estate-related assets” under the Investment Company Act or REIT qualification tests 

changes as compared to the market value or income potential of our assets that are not considered “real estate-

related assets” under the Investment Company Act or REIT qualification tests, whether as a result of increased 

interest rates, prepayment rates or other factors, we may need to modify our investment portfolio in order to 

maintain our REIT qualification or exception from the definition of an investment company. If the decline in asset 

values or income occurs quickly, this may be especially difficult, if not impossible, to accomplish. This difficulty 

may be exacerbated by the illiquid nature of many of the assets that we may own. We may have to make investment 

decisions that we otherwise would not make absent REIT and Investment Company Act considerations. 

Actions of our potential future joint venture partners could reduce the returns on joint venture investments and 

decrease our shareholders’ overall return. 

We may enter into joint ventures with third parties or affiliates to acquire assets. We may also purchase and 

develop properties in joint ventures or in partnerships, co-tenancies or other co-ownership arrangements. Such 

investments may involve risks not otherwise present with other methods of investment, including, for example, the 

following risks: 

• that our co-venturer, co-tenant or partner in an investment could become insolvent or bankrupt; 

• that such co-venturer, co-tenant or partner may at any time have economic or business interests or 

goals that are or that become inconsistent with our business interests or goals; 

• that such co-venturer, co-tenant or partner may be in a position to take action contrary to our 

instructions or requests or contrary to our policies or objectives; or 

• that disputes between us and our co-venturer, co-tenant or partner may result in litigation or arbitration 

that would increase our expenses and prevent our officers and directors from focusing their time and 

effort on our operations. 

Any of the above might subject a property to liabilities in excess of those contemplated and thus reduce our 

returns on that investment and the value of our shareholders’ investment in us.  
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Our shareholders may not be able to sell their shares under our share repurchase program and, if our 

shareholders are able to sell their shares under the program, they may not be able to recover the amount of their 

investment in our shares. 

Our share repurchase program includes numerous restrictions that limit your ability to sell your shares. You 

generally must hold your shares for at least one year in order to participate in our share repurchase program, except 

for Exceptional Repurchases. We limit the number of shares repurchased pursuant to our share repurchase program 

in any calendar year to 5% of the weighted-average number of shares outstanding during the prior calendar year. In 

addition, during any calendar year, we may redeem only the number of shares that we could purchase with the 

amount of net proceeds from the sale of shares under our distribution reinvestment plan during the prior calendar 

year. We have no obligation to repurchase shares if the repurchase would violate the restrictions on distributions 

under Maryland law, which prohibits distributions that would cause a corporation to fail to meet statutory tests of 

solvency. These limits may prevent us from accommodating all repurchase requests made in any year. 

Under our share repurchase program, shares may be repurchased at varying prices depending on (a) the 

number of years the shares have been held, (b) the estimated value per share and (c) whether the repurchases are 

Exceptional Repurchases. Thus, if your shares are repurchased by us pursuant to our share repurchase program, it is 

possible that you will receive less than the fair market value of the shares at the time of such repurchase. 

Our board of directors may amend, suspend or terminate our share repurchase program upon 15 days’ 

notice to our shareholders. See “Description of Shares—Share Repurchase Program” for more information about the 

program. The restrictions of our share repurchase program will severely limit your ability to sell your shares should 

you require liquidity and limit your ability to recover the value you invest in our common stock. 

The actual value of shares that we repurchase under our share repurchase program may be substantially less than 
what we pay. 

 

Under our share purchase program, shares may be repurchased at varying prices depending on (a) the number 

of years the shares have been held, (b) the purchase price paid for the shares, and (c) whether the redemptions are 

sought upon a shareholder’s death, or “complete disability” (as defined in the share repurchase program). The 

maximum price that may be paid under the program is $9.50 per share, which is 95% of the offering price of our 

shares of common stock in the primary portion of this offering (ignoring purchase price discounts for certain categories 

of purchasers). Although this purchase price represents a discount to the price at which most investors were willing to 

purchase shares in this offering, this value may differ from the price at which a shareholder could resell his or her 

shares for the reasons discussed in the risk factor below. Thus, when we repurchase shares of our common stock at 

$9.50 per share, the actual value of the shares that we repurchase may be less, and the repurchase may be be dilutive 

to our remaining shareholders. Even at lower repurchase prices, the actual value of the shares may be  less than what 

we pay and the repurchase may be dilutive to our remaining shareholders. 

 
The outbreak of widespread contagious disease, such as the novel coronavirus, COVID-19, could adversely impact 
our operations and the value of our investments.   
 

The recent outbreak of the COVID-19 virus that has rapidly spread to a growing number of countries, 
including the United States, has created considerable instability and disruption in the U.S. and world economies.  The 
extent to which our results of operations or our overall value will be affected by the COVID-19 virus will largely 
depend on future developments, which are highly uncertain and cannot be accurately predicted, including new 
information which may emerge concerning the severity of the COVID-19 virus and the actions required to be 
undertaken to contain the COVID-19 virus or treat its impact.  Given the uncertainty, no assurance can be given that 
the value of our investments made prior to March 2020 has not declined below the purchase price of the investment.  
As a result of shutdowns, quarantines or actual viral health issues, tenants at our multifamily apartment communities 
may experience reduced wages for a prolonged period of time and may be unable to make their rental payments.  We 
may be unable to evict tenants due to federal, state and/or local laws or regulations or lender requirements implemented 
as a result of the COVID-19 virus outbreak.  In addition, property managers may be limited in their ability to properly 
maintain our multifamily apartment communities.  Market fluctuations may affect our ability to obtain necessary funds 
for our operations from current lenders or new borrowings.  In addition, we may be unable to obtain financing for the 
acquisition of investments on satisfactory terms, or at all.  The occurrence of any of the foregoing events or any other 
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related matters could materially and adversely affect our financial performance and our overall value, and investors 
could lose all or a substantial portion of their investment in us. 
 
The offering price of our shares was not established in reliance on a valuation of our assets and liabilities; the 
actual value of your investment may be substantially less than what you pay. 
 

We established the offering price of our shares on an arbitrary basis. The selling price of our shares bears no 

relationship to our book or asset values or to any other established criteria for valuing shares. The actual value of an 

investment in us may be less than the offering price.  In particular, and as discussed in the risk factor above, we do not 

know the extent to which our results of operations or overall value will be affected by the COVID-19 virus and no 

assurance can be given that the actual value of an investment in us is not substantially less than the current offering 

price.   

 

We plan to determine the net asset value of our common stock no later than May 17, 2021, and annually 

thereafter. Our net asset value will be determined based on valuations of our assets and liabilities by, or with the 

material assistance or confirmation of, a third-party valuation expert or service. The method used in any year will be 

selected by our board of directors. 

 

To assist FINRA members and their associated persons that participate in this offering, we intend to disclose 

in each annual report distributed to shareholders a per share estimated value of our shares developed in a manner 

reasonably designed to ensure it is reliable, the method by which it was developed and the date of the estimated 

valuation. 

 

Our investors’ interest in us will be diluted if we issue additional shares, which could reduce the overall value of 

their investment. 

Potential investors in this offering will not have preemptive rights to any shares we issue in the future. Our 

charter authorizes us to issue 1,100,000,000 shares of capital stock, of which 1,000,000,000 shares are designated as 

common stock and 100,000,000 shares are designated as preferred stock. We are only issuing up to 67,500,000 

shares of common stock pursuant to this primary offering and up to 7,500,000 shares pursuant to our distribution 

reinvestment plan. Our board of directors may increase the number of authorized shares of capital stock without 

shareholder approval. After your purchase in this offering, our board of directors may elect to (i) sell additional 

shares in this or future offerings, (ii) issue equity interests in private offerings or (iii) otherwise issue additional 

shares of our capital stock. To the extent we issue additional equity interests after your purchase in this offering your 

percentage ownership interest in us would be diluted. In addition, depending upon the terms and pricing of any 

additional offerings, the use of the proceeds and the value of our real estate investments, you may also experience 

dilution in the book value and fair value of your shares and in the earnings and distributions per share. 

Payment of substantial fees and expenses to our advisor and its affiliates will reduce the return to you and 

increases the risks that you will not be able to recover the amount of your investment in our shares. 

We pay significant fees to our advisor and its affiliates during our operational stage. Those fees include 

property management fees and asset management fees and we may have the obligation to reimburse our advisor and 

its affiliates for certain expenses they incur in connection with their providing services to us. In addition, we may be 

required to pay the contingent acquisition fees and contingent financing fees if we terminate the advisory agreement 

with our advisor. 

We will also pay significant fees during our liquidation stage. Cottonwood Communities Advisors 

Promote, LLC will receive a 15% promotional interest from our operating partnership after our common 

shareholders have received, together as a collective group, aggregate distribution sufficient to provide a return of 

their invested capital, plus a 6% cumulative, non-compounded annual return on their invested capital. 

These fees and other potential payments increase the risk that the amount available for distribution to 

common shareholders upon a liquidation of our portfolio would be less than the purchase price of the shares in this 

offering. Substantial consideration paid to our advisor and its affiliates also increases the risk that you will not be 
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able to resell your shares at a profit, even if our shares are listed on a national securities exchange. See 

“Management Compensation.” 

If we are unable to obtain funding for future cash needs, cash distributions to our shareholders could be reduced 

and the value of our investments could decline. 

If we need additional capital in the future to improve or maintain our multifamily apartment communities 

or for any other reason, we may have to obtain financing from sources beyond our cash flow from operations, such 

as borrowings, sales of assets or future equity offerings. These sources of funding may not be available on attractive 

terms or at all. If we cannot procure additional funding for capital improvements, our investments may generate 

lower cash flows or decline in value, or both, which would limit our ability to make distributions to you and could 

reduce the value of your investment. 

If our investments and future investments fail to perform as expected, cash distributions to our shareholders may 
decline. 

 

At December 31, 2019, we owned a multifamily apartment community in West Palm Beach, Florida; have 

issued a B Note secured by a deed of trust on a multifamily development project in Allen, Texas; have made a preferred 

equity investment in a multifamily development project in Ybor City, Florida; and have entered into an agreement to 

provide a preferred equity investment for a multifamily development project in Denver, Colorado. Each of these 

investments was based on an underwriting analysis with respect to each investment. If these investments do not 

perform as expected, whether as a result of the impact of the COVID-19 virus on U.S. and world economies, or 

otherwise, or future acquisitions do not perform as expected, we may have less cash flow from operations available to 

fund distributions and investor returns may be reduced. 

 

Although we will not currently be afforded the protection of the Maryland General Corporation Law relating to 

deterring or defending hostile takeovers, our board of directors could opt into these provisions of Maryland law 

in the future, which may discourage others from trying to acquire control of us and may prevent our 

shareholders from receiving a premium price for their shares in connection with a business combination. 

Under Maryland law, “business combinations” between a Maryland corporation and certain interested 

shareholders or affiliates of interested shareholders are prohibited for five years after the most recent date on which 

the interested shareholder becomes an interested shareholder. These business combinations include a merger, 

consolidation, share exchange, or, in circumstances specified in the statute, an asset transfer or issuance or 

reclassification of equity securities. Also under Maryland law, control shares of a Maryland corporation acquired in 

a control share acquisition have no voting rights except to the extent approved by a vote of two-thirds of the votes 

entitled to be cast on the matter. Shares owned by the acquirer, an officer of the corporation, or an employee of the 

corporation who is also a director of the corporation are excluded from the vote on whether to accord voting rights 

to the control shares. Should our board of directors opt into these provisions of Maryland law, it may discourage 

others from trying to acquire control of us and increase the difficulty of consummating any offer. Similarly, 

provisions of Title 3, Subtitle 8 of the Maryland General Corporation Law could provide similar anti-takeover 

protection. For more information about the business combination, control share acquisition and Subtitle 8 provisions 

of Maryland law, see “Description of Shares—Business Combinations” and “Description of Shares—Control Share 

Acquisitions.” 

Because Maryland law permits our board of directors to adopt certain anti-takeover measures without 

shareholder approval, investors may be less likely to receive a “control premium” for their shares. 

In 1999, the State of Maryland enacted legislation that enhances the power of Maryland corporations to 

protect themselves from unsolicited takeovers. Among other things, the legislation permits our board, without 

shareholder approval, to amend our charter to: 

• stagger our board of directors into three classes; 

• require a two-thirds shareholder vote for removal of directors; 
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• provide that only the board can fix the size of the board; 

• provide that all vacancies on the board, however created, may be filled only by the affirmative vote of 

a majority of the remaining directors in office; and 

• require that special shareholder meetings may only be called by holders of a majority of the voting 

shares entitled to be cast at the meeting. 

Under Maryland law, a corporation can opt to be governed by some or all of these provisions if it has a 

class of equity securities registered under the Exchange Act, and has at least three independent directors. Our charter 

does not prohibit our board from opting into any of the above provisions permitted under Maryland law. Becoming 

governed by any of these provisions could discourage an extraordinary transaction (such as a merger, tender offer or 

sale of all or substantially all of our assets) that might provide a premium price for holders of our securities. For 

more information about Subtitle 8 provisions of Maryland law discussed here, see “Description of Shares—Subtitle 

8.” 

Our ability to successfully conduct our offering is dependent, in part, on the ability of the dealer manager to hire 

and retain key employees and to successfully establish, operate and maintain a network of broker-dealers. 

The dealer manager for this offering is Orchard Securities, LLC, a Utah limited liability company, which 

we refer to as our dealer manager. The success of this offering and our ability to implement our business strategy is 

dependent upon the ability of the dealer manager to hire and retain key employees and to establish, operate and 

maintain a network of licensed securities broker-dealer, or selling group members.   Some or all of the broker 

dealers in this network have a choice of numerous competing real estate investment trusts offerings, many with 

similar investment objectives to recommend to their clients, which may make selling our shares to their clients more 

difficult.  If our dealer manager is unable to hire qualified employees and build a sufficient network of selling group 

members, we may not be able to raise adequate proceeds through this 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. 

Breaches of our data security could materially harm us, including our business, financial performance and 

reputation. 

We collect and retain certain personal information provided by our residents and employees. Security 

measures we have implemented to protect the confidentiality of this information may not prevent unauthorized 

access to this information. Any breach of our data security measures and loss of this information may result in legal 

liability and costs (including damages and penalties), as well as damage to our reputation, that could materially and 

adversely affect us, including our business and financial performance. 

Some of the prior programs of the indirect owner of our sponsor, Cottonwood Residential O.P., LP and its 

predecessor entities, have not met the anticipated performance levels. 

Cottonwood Residential O.P., LP and its predecessor, Cottonwood Capital, LLC have sponsored a number 

of prior real estate programs. Some of these prior real estate programs have not achieved the leasing and operational 

thresholds projected by Cottonwood Residential O.P, LP or Cottonwood Capital, LLC. As a result, the returns to 

investors in some of these prior real estate programs may not have met the expected thresholds. See “Prior 

Performance Summary.” 

General Risks Related to Investments in Real Estate 

We will not be diversified with respect to the class of assets that we own. 

We will invest, through our operating partnership, solely in multifamily apartment communities and 

multifamily real estate-related assets. While we intend to invest in a significant number of properties across several 

geographical locations and markets, we will not invest in a diverse set of asset classes. Further, we have no plans to 

acquire any assets other than assets consisting of multifamily apartment communities and multifamily real estate-

related assets. Therefore, each of our investments could be subject to the same or similar rental property related risks 
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and a decline in real estate values in general or a change in economic conditions which affects real property 

investment and rental markets could have a substantial adverse effect on our financial performance. 

If capitalization rates increase the value of our assets may decrease and we may not be able to sell our assets at 

anticipated prices. 

The value of real estate is generally based on capitalization rates. Capitalization rates generally trend with 

interest rates. Consequently, if interest rates go up, so do capitalization rates. Based on historical interest rates, 

current interest rates are low, as are current capitalization rates. However, if interest rates rise in the future, it is 

likely that capitalization rates will also rise, and as a result, the value of real estate will decrease. If capitalization 

rates increase, our assets will likely achieve a lower sales price than anticipated, resulting in reduced returns. 

There are risks inherent in the acquisition and management of multifamily apartment communities. 

There are risks associated with the operation of multifamily apartment communities, including, but not 

limited to, vacillations in the demand for residential space; risk of loss or damage to the improvements or property 

of tenants; environmental risks and other risks associated with ownership of real estate. Any of the above factors, or 

a combination thereof, could result in a decrease in the value of our investments which would have an adverse effect 

on our results of operations, reduce the cash flow available for distributions and the return on your investment. 

Rental levels at the multifamily apartment communities that we acquire can vary over time and we may not be 

able to maintain the occupancy rates we anticipate. 

We will make our determination regarding the acquisition of multifamily apartment communities that we 

acquire based, among other things, on the property’s projected rent levels. However, there can be no assurance that a 

multifamily apartment community will continue to be occupied at the projected rents. It is anticipated that leases 

with the tenants at our multifamily apartment communities will generally be for terms of one year or less. If the 

tenants of the properties do not renew or extend their leases, if tenants default under their leases at the properties, if 

issues arise with respect to the permissibility of certain uses at the properties, if tenants of the properties terminate 

their leases, or if the terms of any renewal (including concessions to the tenants) are less favorable than existing 

lease terms, the operating results of the properties could be substantially affected. As a result, we may not be able to 

make distributions to the shareholders at the anticipated levels. 

Because we rely on Cottonwood Communities Management, its affiliates and third parties to manage the day-to-

day affairs of any properties we may acquire, should the staff of a particular property perform poorly, our 

operating results for that property will similarly be hindered and our net income may be reduced. 

We depend upon the performance of our property managers to effectively manage our properties and real 

estate-related assets. Rising vacancies across real estate properties have resulted in increased pressure on real estate 

investors and their property managers to maintain adequate occupancy levels. In order to do so, we may have to 

offer inducements, such as free rent and resident amenities, to compete for residents. Poor performance by those 

sales, leasing and other management staff members operating a particular property will necessarily translate into 

poor results of operations for that particular property. Should Cottonwood Communities Management, its affiliates 

or third parties fail to identify problems in the day-to-day management of a particular property or fail to take the 

appropriate corrective action in a timely manner, our operating results may be hindered and our net income reduced. 

It may be difficult for us to attract new tenants to our multifamily apartment communities. 

There can be no assurance that we will be able to maintain the occupancy rates at our multifamily 

apartment communities. The tenants at any multifamily apartment communities may have the right to terminate their 

leases upon the occurrence of specified events. It is anticipated that the majority of leases at the properties will be 

for terms of one year or less. 
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Our inability to sell a multifamily apartment community at the time and on the terms we want could limit our 

ability to pay cash distributions to our shareholders. 

Many factors that are beyond our control affect the real estate market and could affect our ability to sell 

multifamily apartment communities for the price, on the terms or within the time frame that we desire. These factors 

include general economic conditions, the availability of financing, interest rates and other factors, including supply 

and demand. Because real estate investments are relatively illiquid, we have a limited ability to vary our portfolio in 

response to changes in economic or other conditions. Further, before we can sell a multifamily apartment 

community on the terms we want, it may be necessary to expend funds to correct defects or to make improvements. 

However, we can give no assurance that we will have the funds available to correct such defects or to make such 

improvements. We may be unable to sell our multifamily apartment communities at a profit. Our inability to sell 

multifamily apartment communities at the time and on the terms we want could reduce our cash flow and limit our 

ability to make distributions to our shareholders and could reduce the value of your investment. 

We may have no or only limited recourse for any problems later identified for multifamily apartment 

communities we acquire, which could materially and adversely affect us, including our results of operations. 

We anticipate sellers of multifamily apartment communities will sell such properties “as is,” “where is” and 

“with all faults,” without any warranties of merchantability or fitness for a particular use or purpose. In addition, 

purchase and sale agreements may contain limited warranties, representations and indemnifications that will only 

survive for a limited period after the closing. The purchase of multifamily apartment communities with no or limited 

warranties increases the risk that we may lose some or all of our invested capital in the property, as well as the loss 

of rental income from that multifamily apartment community, which could materially and adversely affect us. 

Costs imposed pursuant to governmental laws and regulations may reduce our net income and the cash available 

for distributions to our shareholders. 

Real property and the operations conducted on real property are subject to federal, state and local laws and 

regulations relating to protection of the environment and human health. We could be subject to liability in the form 

of fines, penalties or damages for noncompliance with these laws and regulations. These laws and regulations 

generally govern wastewater discharges, air emissions, the operation and removal of underground and above-ground 

storage tanks, the use, storage, treatment, transportation and disposal of solid and hazardous materials, the 

remediation of contamination associated with the release or disposal of solid and hazardous materials, the presence 

of toxic building materials and other health and safety-related concerns. 

Some of these laws and regulations may impose joint and several liability on the tenants, owners or 

operators of real property for the costs to investigate or remediate contaminated properties, regardless of fault, 

whether the contamination occurred prior to purchase, or whether the acts causing the contamination were legal. 

Activities of our tenants, the condition of properties at the time we buy them, operations in the vicinity of our 

properties, such as the presence of underground storage tanks, or activities of unrelated third parties may affect our 

properties. 

The presence of hazardous substances, or the failure to properly manage or remediate these substances, 

may hinder our ability to sell, rent, or pledge such property as collateral for future borrowings. Any material 

expenditures, fines, penalties or damages we must pay will reduce our ability to make distributions and may reduce 

the value of your investment. 

Potential liability for environmental matters could adversely affect our financial condition. 

Although we intend to subject our multifamily apartment communities to an environmental assessment 

prior to acquisition, we may not be made aware of all the environmental liabilities associated with a property prior to 

its purchase. There may be hidden environmental hazards that may not be discovered prior to acquisition. The costs 

of investigation, remediation or removal of hazardous substances may be substantial. In addition, the presence of 

hazardous substances on one of our properties, or the failure to properly remediate a contaminated property, could 

adversely affect our ability to sell or rent the property or to borrow using the property as collateral. 
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Various federal, state and local environmental laws impose responsibilities on an owner or operator of real 

estate and subject those persons to potential joint and several liabilities. Typical provisions of those laws include: 

• responsibility and liability for the costs of investigation, removal, or remediation of hazardous 

substances released on or in real property, generally without regard to knowledge of or responsibility 

for the presence of the contaminants; 

• liability for claims by third parties based on damages to natural resources or property, personal 

injuries, or costs of removal or remediation of hazardous or toxic substances in, on, or migrating from 

our property; 

• responsibility for managing asbestos-containing building materials, and third-party claims for exposure 

to those materials; and 

• 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 expenditures. 

Costs associated with complying with the Americans with Disabilities Act and the Fair Housing Amendment Act 

may decrease cash available for distributions. 

Our properties may be subject to the Americans with Disabilities Act of 1990, as amended, or the 

Disabilities Act and the Fair Housing Amendment Act, as amended, or the Fair Housing Act. Under the Disabilities 

Act, all places of public accommodation are required to comply with federal requirements related to access and use 

by disabled persons and may require owners of multifamily dwellings to make reasonable exceptions in their 

policies and operations to afford people with disabilities equal housing opportunities. The Disabilities Act has 

separate compliance requirements for “public accommodations” and “commercial facilities” that generally require 

that buildings and services be made accessible and available to people with disabilities. The Disabilities Act’s 

requirements could require removal of access barriers and could result in the imposition of injunctive relief, 

monetary penalties, or, in some cases, an award of damages. The Fair Housing Act requires multifamily dwellings 

first occupied after March 13, 1991 to comply with design and construction requirements related to access and use 

by disabled persons. Any funds used for Disabilities Act and Fair Housing Act compliance will reduce our net 

income and the amount of cash available for distributions to you. 

Uninsured losses relating to real property or excessively expensive premiums for insurance coverage could 

reduce our cash flows and the return on our shareholders’ investment. 

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 that are uninsurable or not economically 

insurable, or may be insured subject to limitations, such as large deductibles or co-payments. Insurance risks 

associated with potential acts of terrorism could sharply increase the premiums we pay for coverage against property 

and casualty claims. Additionally, mortgage lenders in some cases have begun to insist that commercial property 

owners purchase coverage against terrorism as a condition for providing mortgage loans. Such insurance policies 

may not be available at reasonable costs, which may increase our cost of obtaining financing. We may not have 

adequate coverage for such losses. If any of our properties incurs a casualty loss that is not fully insured, the value of 

our assets will be reduced by any such uninsured loss, which may reduce the value of your investment. In addition, 

other than any working capital reserve or other reserves we may establish, we have no source of funding to repair or 

reconstruct any uninsured property. Also, to the extent we must pay unexpectedly large amounts for insurance, we 

could suffer reduced earnings that would result in lower distributions to you. 

The properties will include certain amenities for the residents at the properties that could increase the potential 

liabilities at the properties. 

In addition to the apartment buildings, the properties will be improved with various amenities, such as 

swimming pools, exercise rooms, playgrounds, laundry facilities, business centers and/or rentable club houses. 

Certain claims could arise in the event that a personal injury, death, or injury to property should occur in, on, or 

around any of these improvements. In addition, certain of the multifamily apartment communities may be located in 

areas where dangerous wildlife lives which could pose dangers to the residents at the applicable property. There can 
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be no assurance that particular risks pertaining to these improvements that currently may be insured will continue to 

be insurable on an economical basis or that current levels of coverage will continue to be available. If a loss occurs 

that is partially or completely uninsured, we may lose all or part of the investment. We may be liable for any 

uninsured or underinsured personal injury, death or property damage claims. Liability in such cases may be 

unlimited but shareholders will not be personally liable. 

Competition and any increased affordability of single-family residential homes could limit our ability to lease our 

apartments or maintain or increase rents, which may materially and adversely affect us, including our financial 

condition, cash flows, results of operations and growth prospects. 

The multifamily industry is highly competitive, and we face competition from many sources, including 

from other multifamily apartment communities both in the immediate vicinity and the geographic markets where our 

properties are and will be located. If so, this would increase the number of apartment units available and may 

decrease occupancy and unit rental rates. Furthermore, multifamily apartment communities we acquire compete, or 

will compete, with numerous housing alternatives in attracting residents, including owner occupied single and 

multifamily homes available to rent or purchase. The number of competitive properties and/or condominiums in a 

particular area, or any increased affordability of owner occupied single and multifamily homes caused by declining 

housing prices, mortgage interest rates and government programs to promote home ownership, could adversely 

affect our ability to retain our residents, lease apartment units and maintain or increase rental rates. These factors 

could materially and adversely affect us. 

Increased construction of similar multifamily apartment communities that compete with our properties in any 

particular location may materially and adversely affect us, including our results of operations and our cash 

available for distribution to our shareholders. 

We may acquire multifamily apartment communities in locations that experience increases in construction 

of properties that compete with our properties. This increased competition and construction could make it more 

difficult for us to find residents to lease units in our multifamily apartment communities and/or force us to lower our 

rental rates in order to lease units in our properties, which could substantially reduce our revenues and could have a 

material adverse effect on us. In addition, overbuilding of multifamily apartment communities may occur. 

We may be unable to secure funds for future capital improvements, which could adversely impact our ability to 

make cash distributions to our shareholders. 

When residents do not renew their leases or otherwise vacate their apartment unit, in order to attract 

replacement residents, we may be required to expend funds for capital improvements to the vacated apartment 

homes. In addition, we may require substantial funds to renovate a multifamily apartment community in order to sell 

it, upgrade it or reposition it in the market. If we have insufficient capital reserves, we will have to obtain financing 

from other sources. We intend to establish capital reserves in an amount we, in our discretion, believe is necessary. 

A lender also may require escrow of capital reserves in excess of any established reserves. If these reserves or any 

reserves otherwise established are designated for other uses or are insufficient to meet our cash needs, we may have 

to obtain financing from either affiliated or unaffiliated sources to fund our cash requirements. We cannot assure our 

shareholders that sufficient financing will be available or, if available, will be available on economically feasible 

terms or on terms acceptable to us. Moreover, certain reserves required by lenders may be designated for specific 

uses and may not be available for capital purposes such as future capital improvements. Additional borrowing for 

capital needs and capital improvements will increase our interest expense, and therefore our financial condition and 

our ability to make cash distributions to our shareholders may be adversely affected. 

Our multifamily apartment communities are subject to property taxes that may increase in the future, which 

could adversely affect our cash flow. 

Our multifamily apartment communities are subject to real and personal property taxes that may increase as 

tax rates change and as the multifamily apartment communities are assessed or reassessed by taxing authorities. As 

the owner of the multifamily apartment communities, we are ultimately responsible for payment of the taxes to the 

applicable government authorities. If we fail to pay any such taxes, the applicable taxing authority may place a lien 

on the real property and the real property may be subject to a tax sale. 
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Increases in costs to own and maintain our properties may materially and adversely affect us, including our 

results of operations and cash flows. 

We may experience increased costs associated with operating expenses, including capital improvements, 

routine property maintenance, real estate taxes and utility expenses. Any increases in our expenses to own and 

maintain our properties would consequently reduce our results of operations and cash flows. 

Potential development and construction delays and resultant increased costs and risks may hinder our operating 

results and decrease our net income. 

From time to time we may acquire unimproved real property or properties that are under development or 

construction. Investments in such properties will be subject to the uncertainties associated with the development and 

construction of real property, including those related to re-zoning land for development, environmental concerns of 

governmental entities and/or community groups and our builders’ ability to build in conformity with plans, 

specifications, budgeted costs and timetables. If a builder fails to perform, we may resort to legal action to rescind 

the purchase or the construction contract or to compel performance. A builder’s performance may also be affected or 

delayed by conditions beyond the builder’s control. Delays in completing construction could also give tenants the 

right to terminate preconstruction leases. We may incur additional risks when we make periodic progress payments 

or other advances to builders before they complete construction. These and other factors can result in increased costs 

of a project or loss of our investment. In addition, we will be subject to normal lease-up risks relating to newly 

constructed projects. We also must rely on rental income and expense projections and estimates of the fair market 

value of property upon completion of construction when agreeing upon a purchase price at the time we acquire the 

property. If our projections are inaccurate, we may pay too much for a property, and the return on our investment 

could suffer. 

 

 

Risks Related to Multifamily Real Estate-Related Assets 

Our investments in multifamily real estate-related assets will be subject to the risks typically associated with real 

estate. 

Our investments in mortgage, mezzanine or other real estate loans will generally be directly or indirectly 

secured by a lien on real property (or the equity interests in an entity that owns real property) that, upon the 

occurrence of a default on the loan, could result in our taking ownership of the entity that owns the real estate. We 

will not know whether the values of the multifamily apartment communities ultimately indirectly securing our loans 

will remain at the levels existing on the dates of origination or acquisition of those loans. If the values of the 

underlying multifamily apartment communities drop, our risk will increase because of the lower value of the 

security associated with such loans. In this manner, real estate values could impact the values of our loan 

investments. Therefore, our multifamily real estate-related assets will be subject to the risks typically associated with 

real estate, which are described above under the heading “General Risks Related to Investments in Real Estate.” 
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Any mortgage loans we acquire or originate and the mortgage loans underlying any mortgage securities we may 

invest in are subject to delinquency, foreclosure and loss, which could result in losses to us. 

Commercial real estate loans generally are secured by commercial real estate properties and are subject to 

risks of delinquency and foreclosure. The ability of a borrower to repay a loan secured by an income-producing 

property typically is dependent primarily upon the successful operation of such property rather than upon the 

existence of independent income or assets of the borrower. If the net operating income of the property is reduced, 

the borrower’s ability to repay the loan may be impaired. Net operating income of an income-producing property 

can be affected by, among other things: tenant mix, success of tenant businesses, occupancy rates, property 

management decisions, property location and condition, competition from comparable types of properties, changes 

in laws that increase operating expenses or limit rents that may be charged, any need to address environmental 

contamination at the property, the occurrence of any uninsured casualty at the property, changes in national, regional 

or local economic conditions and/or specific industry segments, declines in regional or local real estate values, 

declines in regional or local rental or occupancy rates, increases in interest rates, real estate tax rates and other 

operating expenses, changes in governmental rules, fiscal policies and regulations (including environmental 

legislation), natural disasters, terrorism, social unrest and civil disturbances. 

In the event of any default under any mortgage loan held by us, we will bear a risk of loss of principal and 

accrued interest to the extent of any deficiency between the value of the collateral and the principal and accrued 

interest of the mortgage loan, which could have a material adverse effect on our cash flow from operations. 

Foreclosure on a property securing a mortgage loan can be an expensive and lengthy process that could have a 

substantial negative effect on our anticipated return on the foreclosed investment. In the event of the bankruptcy of a 

mortgage loan borrower, the mortgage loan to such borrower will be deemed to be secured only to the extent of the 

value of the underlying collateral at the time of bankruptcy (as determined by the bankruptcy court), and the lien 

securing the mortgage loan will be subject to the avoidance powers of the bankruptcy trustee or debtor-in-possession 

to the extent the lien is unenforceable under state law. 

Delays in liquidating defaulted mortgage loans could reduce our investment returns. 

If there are defaults under any mortgage loan we acquire or originate, we may not be able to repossess and 

sell the underlying properties quickly. The resulting time delay could reduce the value of our investment in the 

defaulted mortgage loans. An action to foreclose on a property securing a mortgage loan is regulated by state 

statutes and regulations and is subject to many of the delays and expenses of other lawsuits if the borrower raises 

defenses or counterclaims. In the event of default by a borrower, these restrictions, among other factors, 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. 

The mezzanine and bridge loans in which we may invest would involve greater risks of loss than loans secured by 

a first deed of trust or mortgage on property. 

We may invest in mezzanine and bridge loans that take the form of subordinated loans secured by a pledge 

of the ownership interests of either the entity owning (directly or indirectly) the real property or the entity that owns 

the interest in the entity owning the real property. These types of investments may involve a higher degree of risk 

than long-term senior mortgage lending secured by income-producing real property because the investment may 

become unsecured as a result of foreclosure by the senior lender. In the event of a bankruptcy of the entity providing 

the pledge of its ownership interests as security, we may not have full recourse to the assets of such entity, or the 

assets of the entity may not be sufficient to satisfy our mezzanine loan. If a borrower defaults on our mezzanine loan 

or debt senior to our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be satisfied only after 

the senior debt. As a result, we may not recover some or all of our investment. In addition, mezzanine loans may 

have higher loan-to-value ratios than conventional mortgage loans, resulting in less equity in the real property and 

increasing the risk of loss of principal. 
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The B Notes in which we have invested and in which we may continue to invest may be subject to additional risks 

relating to the privately negotiated structure and terms of the transaction, which may result in losses to us. 

 

 We have invested in a B note and may continue to do so in the future. A B Note is a mortgage loan 

typically (i) secured by a first mortgage on a single large commercial property or group of related properties and (ii) 

subordinated to an A Note secured by the same first mortgage on the same collateral. As a result, if a borrower 

defaults, there may not be sufficient funds remaining for B Note holders after payment to the A Note holders. Since 

each transaction is privately negotiated, B Notes can vary in their structural characteristics and risks. For example, 

under the agreement between the A Note holders and the B Note holders, the A Note holders, whose economic 

interests may not align with the economic interests of the B Note holders, typically are empowered to take the lead 

on loan administration, on decisions whether to enforce or negotiate a work-out of a defaulted or stressed loan, and 

on pricing and market timing for the sale of foreclosed property.  While the B Note holders can exercise some 

influence over those decisions through consent rights, the B Note holders typically lose their consent rights under 

certain circumstances, including if the liquidation value of the B Note, based on an appraisal, falls below an agreed 

threshold. We cannot predict the terms of each B Note investment. Further, B Notes typically are secured by a single 

property, and so reflect the increased risks associated with a single property compared to a pool of properties. 

 

We expect to invest in real estate-related equity, which is subordinate to any indebtedness, but involves different 

rights. 

 

 We may invest from time to time in non-controlling equity positions and other real estate-related interests. 

Preferred equity investments are subordinate to any indebtedness obtained by the entity, but senior to the owners’ 

common equity. Preferred equity investments typically pay a dividend rather than interest payments and often have 

the right for such dividends to accrue if there is insufficient cash flow to pay currently. These interests are not 

secured by the underlying real estate, but upon the occurrence of a default, the preferred equity provider typically 

has the right to effectuate a change of control with respect to the ownership of the property. 

 

We may invest in the preferred equity of other entities, the management of which may adversely affect our 

business. 

We may invest in the preferred equity of other entities. However, we will not control the management, 

investment decisions, or operations of these companies. Management of those enterprises may decide to change the 

nature of their assets, or management may otherwise change in a manner that is not satisfactory to us. We will have 

no ability to affect these management decisions and we may have only limited ability to dispose of our investments. 

We could be negatively impacted by the condition of Fannie Mae or Freddie Mac and by changes in government 
support for multifamily housing. 
 

Fannie Mae and Freddie Mac are a major source of financing for multifamily real estate in the United States. 

We have utilized and expect to continue to utilize loan programs sponsored by these entities as a key source of capital 

to finance our growth and our operations. In September 2008, the U.S. government increased its control of Fannie 

Mae and Freddie Mac and placed both companies into a government conservatorship under the Federal Housing 

Finance Agency (the “FHFA”). Since that time, members of Congress have introduced and Congressional committees 

have considered a substantial number of bills that include comprehensive or incremental approaches to winding down 

Fannie Mae and Freddie Mac or changing their purposes, businesses or operations. In 2019, the FHFA for the first 

time released formal objectives calling for the return of Fannie Mae and Freddie Mac to the private sector. It was also 

announced during the year that Fannie Mae and Freddie Mac will be permitted to retain a combined $45 billion worth 

of earnings (Fannie Mae will be allowed to retain $25 billion and Freddie Mac $20 billion). This is a modification of 

the so-called “net worth sweep” provision that has required Fannie Mae and Freddie Mac to deliver nearly all of their 

profits to the Treasury; the result being that each organization will have the opportunity to build its net worth.  A 

decision by the U.S. government to eliminate or downscale Fannie Mae or Freddie Mac or to reduce government 

support for multifamily housing more generally may adversely affect interest rates, capital availability, development 

of multifamily communities and the value of multifamily assets and, as a result, may adversely affect our operations. 

Any potential reduction in loans, guarantees and credit enhancement arrangements from Fannie Mae and Freddie Mac 
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could jeopardize the effectiveness of the multifamily sector’s derivative securities market, potentially causing breaches 

in loan covenants, and through reduced loan availability, impact the value of multifamily assets, which could impair 

the value of a significant portion of multifamily communities. Specifically, the potential for a decrease in liquidity 

made available to the multifamily sector by Fannie Mae and Freddie Mac could (i) hinder our ability to obtain new 

financing or refinance our existing loans; (ii) require us to obtain other sources of debt capital with potentially different 

terms; and (iii) make it more difficult for potential buyers of our properties to obtain financing. 

 

Risks Associated with Debt Financing 

We are likely to obtain mortgage indebtedness and other borrowings, which increases our risk of loss due to 

potential foreclosure. 

We plan to obtain long-term financing that may be secured by our multifamily apartment communities. In 

some instances, we may acquire multifamily apartment communities by financing a portion of the price of the 

multifamily apartment communities and mortgaging or pledging some or all of the multifamily apartment 

communities purchased as security for that debt. We may also incur mortgage debt on multifamily apartment 

communities that we already own in order to obtain funds to acquire additional multifamily apartment communities, 

to fund property improvements and other capital expenditures, to make distributions, and for other purposes. In 

addition, we may borrow as necessary or advisable to ensure that we maintain our qualification as a REIT for federal 

income tax purposes, including borrowings to satisfy the REIT requirement that we distribute at least 90% of our 

annual REIT taxable income to our shareholders (computed without regard to the dividends-paid deduction and 

excluding net capital gain). We, however, can give our shareholders no assurance that we will be able to obtain such 

borrowings on satisfactory terms. 

Incurring mortgage debt increases the risk of loss of a multifamily apartment community since defaults on 

indebtedness secured by a multifamily apartment community may result in lenders initiating foreclosure actions. In 

that case, we could lose the multifamily apartment community securing the loan that is in default, reducing the value 

of our shareholders’ investment. For tax purposes, a foreclosure of any of our multifamily apartment communities 

would be treated as a sale of the multifamily apartment community 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 even though we would not 

necessarily receive any cash proceeds. We may give full or partial guaranties to lenders of mortgage debt on behalf 

of the entities that own our multifamily apartment communities as well as with respect to debt associated with our 

preferred equity investments, mezzanine loans or equity investments in a property or land which will be developed 

into a multifamily apartment community. When we give a guaranty on behalf of an entity that owns one of our 

multifamily apartment communities or real estate-related assets, 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, a default on a single multifamily apartment community could affect many multifamily apartment 

communities. 

Our multifamily apartment communities and multifamily real estate-related assets may be cross-collateralized. 

We may obtain a line of credit or other debt financing which we may utilize to acquire multifamily 

apartment communities and multifamily real estate-related assets and fund our operations. Thus, our assets may be 

cross-collateralized. We have not obtained a commitment for the line of credit. Therefore, the amount and terms of 

the line of credit are uncertain and will be negotiated by our officers. No assurance can be given that future cash 

flow will be sufficient to make the debt service payments on any loans and to cover all operating expenses. If our 

revenues are insufficient to pay debt service and operating costs, we may be required to seek additional working 

capital. There can be no assurance that such additional funds will be available. The degree to which we are 

leveraged could have an adverse impact on us, including (i) increased vulnerability to adverse general economic and 

market conditions, (ii) impaired ability to expand and to respond to increased competition, (iii) impaired ability to 

obtain additional financing for future working capital, capital expenditures, general corporate or other purposes and 

(iv) requiring that a significant portion of cash provided by operating activities be used for the payment of debt 

obligations, thereby reducing funds available for operations and future business opportunities. 
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High mortgage rates or changes in underwriting standards may make it difficult for us to finance or refinance 

multifamily apartment communities, which could reduce the number of multifamily apartment communities we 

can acquire, our cash flows from operations and the amount of cash distributions we can make. 

If mortgage debt is unavailable at reasonable rates, we may not be able to finance the purchase of 

multifamily apartment communities. If we place mortgage debt on a multifamily apartment community, we run the 

risk of being unable to refinance part or all of the multifamily apartment community when the debt becomes due or 

of being unable to refinance on favorable terms. If interest rates are higher when we refinance our multifamily 

apartment communities, our income could be reduced. We may be unable to refinance or may only be able to partly 

refinance our multifamily apartment communities if underwriting standards, including loan to value ratios and yield 

requirements, among other requirements, are stricter than when we originally financed the multifamily apartment 

communities. If any of these events occurs, our cash flow could be reduced and/or we might have to pay down 

existing mortgages. This, in turn, would reduce cash available for distribution to our shareholders, could cause us to 

require additional capital and may hinder our ability to raise capital by issuing more shares or by borrowing more 

money. 

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

to make distributions to our shareholders. 

When providing financing, a lender may impose restrictions on us that affect our distribution and operating 

policies and our ability to incur additional debt. Loan agreements we enter into may contain covenants that limit our 

ability to further mortgage a property or that prohibit us from discontinuing insurance coverage. These or other 

limitations would decrease our operating flexibility and our ability to achieve our operating objectives. 

Increases in interest rates could increase the amount of our debt payments and limit our ability to make 

distributions to our shareholders. 

We expect that we will incur debt in the future and increases in interest rates will increase the cost of that 

debt, which could reduce the cash we have available for distributions. Additionally, if we incur variable-rate debt, 

increases in interest rates would increase our interest costs, which would reduce our cash flows and our ability to 

make distributions to our shareholders. In addition, if we need to repay existing debt during periods of rising interest 

rates, we could be required to liquidate one or more of our investments at times that may not permit realization of 

the maximum return on such investments. 

We have broad authority to incur debt and high debt levels could hinder our ability to make distributions and 

decrease the value of our shareholders’ investment. 

Our charter limits our leverage to 300% of our net assets, and we may exceed this limit with the approval of 

the conflicts committee of our board of directors. High debt levels would cause us to incur higher interest charges 

and higher debt service payments and may also be accompanied by restrictive covenants. These factors could limit 

the amount of cash we have available to distribute and could result in a decline in the value of our shareholders’ 

investment. 

Interest-only indebtedness may increase our risk of default and ultimately may reduce our funds available for 

distribution to our shareholders. 

We may obtain loans that require interest-only payments for a number of years before we are required to 

make payments on the principal. During the interest-only period, the amount of each scheduled payment will be less 

than that of a traditional amortizing mortgage loan. The principal balance of the mortgage loan will not be reduced 

(except in the case of prepayments) because there are no scheduled monthly payments of principal during this 

period. After the interest- only period, we will be required either to make scheduled payments of amortized principal 

and interest or to make a lump-sum, or “balloon,” payment at maturity. These required principal or balloon 

payments will increase the amount of our scheduled payments and may increase our risk of default under the related 

mortgage loan. If the mortgage loan has an adjustable interest rate, the amount of our scheduled payments also may 

increase at a time of rising interest rates. Increased payments and substantial principal or balloon maturity payments 
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will reduce the funds available for distribution to our shareholders because cash otherwise available for distribution 

will be required to pay principal and interest associated with these mortgage loans. 

We are uncertain of our sources for funding our future capital needs. If we do not have sufficient funds from 

operations to cover our expenses or to fund improvements to our multifamily apartment communities and cannot 

obtain debt or equity financing on acceptable terms, our ability to cover our expenses or to fund improvements to 

our multifamily apartment communities may be adversely affected. 

The proceeds of this offering will be used primarily for investments in multifamily apartment communities 

and multifamily real estate-related assets. Until we have made substantial investments we do not expect to have 

sufficient funds from operations to cover all of our expenses. Accordingly, in the event that we develop a need for 

additional capital in the future for the improvement of our multifamily apartment communities or for any other 

reason, sources of funding may not be available to us. If we do not have sufficient funds from cash flow generated 

by our assets or out of net sale proceeds, or cannot obtain debt or equity financing on acceptable terms, our financial 

condition and ability to make distributions may be adversely affected. 

The derivative financial instruments that we may use to hedge against interest rate fluctuations may not be 

successful in mitigating our risks associated with interest rates and could reduce the overall returns on your 

investment. 

We may use derivative financial instruments, such as interest rate cap or collar agreements and interest rate 

swap agreements, to hedge exposures to changes in interest rates on loans secured by our assets, but no hedging 

strategy can protect us completely. These agreements involve risks, such as the risk that counterparties may fail to 

honor their obligations under these arrangements and that these arrangements may not be effective in reducing our 

exposure to interest rate changes. We cannot assure you that our hedging strategy and the derivatives that we use 

will adequately offset the risk of interest rate volatility or that our hedging transactions will not result in losses. In 

addition, the use of such instruments may reduce the overall return on our investments. These instruments may also 

generate income that may not be treated as qualifying REIT income for purposes of the 75% or 95% REIT gross 

income tests. 

We may not have sufficient funds to pay interest payments if the interest rates increase significantly. 

It is anticipated that loans we obtain may have variable interest rates. In the event that the interest rate on 

any loan increases significantly, we may not have sufficient funds to pay the required interest payments. In such 

event, the continued ownership of the applicable multifamily apartment community may be threatened. 

We may be adversely affected by changes to the LIBOR settling process and potential phasing out of LIBOR after 
2021. 
 

Certain of our outstanding debt as well as our investment in the Dolce B Note is indexed to the London 
Interbank Offered Rate (“LIBOR”). LIBOR and certain other interest “benchmarks” may be subject to regulatory 
guidance and/or reform that could cause interest rates under our current or future debt agreements and investments to 
perform differently than in the past or cause other unanticipated consequences. The United Kingdom’s Financial 
Conduct Authority, which regulates LIBOR, has announced that it intends to stop encouraging or requiring banks to 
submit rates for the calculation of LIBOR rates after 2021, and it is unclear whether new methods of calculating 
LIBOR will be established, such that LIBOR may continue to exist after 2021. While there is no consensus on what 
rate or rates may become accepted alternatives to LIBOR, the Alternative Reference Rates Committee, a steering 
committee comprised of U.S. financial market participants, selected the Secured Overnight Finance Rate (“SOFR”) 
as an alternative to LIBOR. SOFR is a broad measure of the cost of borrowing cash in the overnight U.S. treasury 
repo market, and the Federal Reserve Bank of New York started to publish the SOFR in May 2018. At this time, it is 
impossible to predict whether the SOFR or another reference rate will become an accepted alternative to LIBOR. The 
discontinuation, reform or replacement of LIBOR or any other benchmark rates may have an unpredictable impact on 
contractual mechanics in the credit markets or cause disruption to the broader financial markets, and could have an 
adverse effect on LIBOR-based interest rates on our current or future debt obligations and derivatives. 
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Federal Income Tax Risks 

You may have current tax liability on distributions you elect to reinvest in our common stock. 

If you participate in our distribution reinvestment plan, you will be deemed to have received, and for 

income tax purposes will be taxed on, the amount reinvested in shares of our common stock to the extent the amount 

reinvested was not a tax-free return of capital. In addition, you will be treated for tax purposes as having received an 

additional distribution to the extent the shares are purchased at a discount to fair market value. As a result, unless 

you are a tax-exempt entity, you may have to use funds from other sources to pay your tax liability on the value of 

the shares of common stock received. See “Description of Shares – Distribution Reinvestment Plan – Tax 

Consequences of Participation.” 

Failure to qualify as a REIT would reduce our net earnings available for investment or distribution. 

Our qualification as a REIT will depend upon our ability to meet requirements regarding our organization 

and ownership, distributions of our income, the nature and diversification of our income and assets, and other tests 

imposed by the Internal Revenue Code. If we fail to qualify as a REIT for any taxable year after electing REIT 

status, 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 available for investment or distribution to shareholders 

because of the additional tax liability. In addition, distributions to shareholders 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 or liquidate some investments in order to pay the applicable tax. For a discussion of the 

REIT qualification tests and other considerations relating to our election to be taxed as a REIT, see “Federal Income 

Tax Considerations.” 

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 our shareholders. 

Even if we qualify 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: 

• In order to qualify as a REIT, we must distribute annually at least 90% of our REIT taxable income to 

our shareholders (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 generally 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. 

• 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 non-qualifying income from foreclosure property, 

we must pay a tax on that income at the highest corporate income tax rate. 

• If we sell an asset, 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 unless 

such sale were made by one of our taxable REIT subsidiaries or we qualified for a “safe harbor” under 

the Internal Revenue Code. 

We intend to make distributions to our shareholders to comply with the REIT requirements of the Internal 

Revenue Code. 
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The ownership limits that apply to REITs, as prescribed by the Internal Revenue Code and by our charter, may 

inhibit market activity in shares of our common stock and restrict our business combination opportunities. 

In order for us to qualify as a REIT, not more than 50% in value of our outstanding shares of stock may be 

owned, directly or indirectly, by five or fewer individuals (as defined in the Internal Revenue Code to include 

certain entities) at any time during the last half of each taxable year after the first year for which we elect to qualify 

as a REIT. Additionally, at least 100 persons must beneficially own our stock during at least 335 days of a taxable 

year (other than the first taxable year for which we elect to be taxed as a REIT). Our charter, with certain exceptions, 

authorizes our directors to take such actions as are necessary and desirable to preserve our qualification as a REIT. 

Our charter also provides that, unless exempted by our board of directors, no person may own more than 9.8% by 

value or number of shares, whichever is more restrictive, of our outstanding shares of common stock, or 9.8% by 

value or number of shares, whichever is more restrictive, of our outstanding capital stock. Our board of directors 

may, in its sole discretion, subject to such conditions as it may determine and the receipt of certain representations 

and undertakings, prospectively or retroactively, waive the ownership limit or establish a different limit on 

ownership, or excepted holder limit, for a particular shareholder if the shareholder’s ownership in excess of the 

ownership limit would not result in our being “closely held” under Section 856(h) of the Internal Revenue Code or 

otherwise failing to qualify as a REIT. These ownership limits could delay or prevent a transaction or a change in 

control of our company that might involve a premium price for our shares of common stock or otherwise be in the 

best interest of our shareholders. 

REIT distribution requirements could adversely affect our ability to execute our business plan. 

To qualify as a REIT, we must distribute to our shareholders each year 90% of our REIT taxable income 

(which is determined without regard to the dividends-paid deduction or net capital gain). From time to time, we may 

generate taxable income greater than our income for financial reporting purposes, or our taxable income may be 

greater than our cash flow available for distribution to shareholders (for example, where a borrower defers the 

payment of interest in cash pursuant to a contractual right or otherwise). If we do not have other funds available in 

these situations we could be required to borrow funds, sell investments at disadvantageous prices, or find another 

alternative source of funds to make distributions sufficient to enable us to pay out enough of our taxable income to 

satisfy the REIT distribution requirement and to avoid corporate income tax and the 4% excise tax in a particular 

year. These alternatives could increase our costs or reduce our equity. Thus, compliance with the REIT requirements 

may hinder our ability to operate solely on the basis of maximizing profits. 

To maintain our REIT status, we may be forced to forego otherwise attractive opportunities, which may delay or 

hinder our ability to meet our investment objectives and reduce our shareholders’ overall return. 

To qualify as a REIT, we must satisfy certain tests on an ongoing basis concerning, among other things, the 

sources of our income, nature of our assets, and the amounts we distribute to our shareholders. We may be required 

to make distributions to shareholders at times when it would be more advantageous to reinvest cash in our business 

or when we do not have funds readily available for distribution. Compliance with the REIT requirements may hinder 

our ability to operate solely on the basis of maximizing profits and the value of our shareholders’ investment. 

The tax on prohibited transactions will limit our ability to engage in transactions that would be treated as sales 

for federal income tax purposes. 

A REIT’s net income from prohibited transactions is subject to a 100% tax. In general, prohibited 

transactions are sales or other dispositions of assets, other than foreclosure property, deemed held primarily for sale 

to customers in the ordinary course of business (subject to a safe harbor under the Internal Revenue Code for certain 

sales). It may be possible to reduce the impact of the prohibited transaction tax by conducting certain activities 

through taxable REIT subsidiaries. However, to the extent that we engage in such activities through taxable REIT 

subsidiaries, the income associated with such activities may be subject to full corporate income tax. 
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The failure of a mezzanine loan to qualify as a real estate asset could adversely affect our ability to qualify as a 

REIT. 

We may make mezzanine loans. The Internal Revenue Service has provided a safe harbor in Revenue 

Procedure 2003-65 for structuring mezzanine loans so that they will be treated by the Internal Revenue Service as a 

real estate asset for purposes of the REIT asset tests, and interest derived from mezzanine loans will be treated as 

qualifying mortgage interest for purposes of the 75% gross income test, as discussed below. Although the Revenue 

Procedure provides a safe harbor on which taxpayers may rely, it does not prescribe rules of substantive tax law. We 

may make mezzanine loans that do not meet all of the requirements of the safe harbor. In the event a mezzanine loan 

does not meet the safe harbor, the Internal Revenue Service could challenge such loan’s treatment as a real estate 

asset for purposes of the REIT asset and income tests and, if such a challenge were sustained, we could fail to 

continue to qualify as a REIT. 

Non-United States investors may be subject to FIRPTA on the sale of shares of our common stock if we are 

unable to qualify as a “domestically controlled qualified investment entity.” 

A non-United States person disposing of a United States real property interest, including shares of a United 

States corporation whose assets consist principally of United States real property interests, is generally subject to a 

tax, known as FIRPTA, on the gain recognized on the disposition of such interest. Certain “qualified foreign pension 

funds” and certain “qualified shareholders” are exempt from FIRPTA. FIRPTA does not apply, however, to the 

disposition of shares in a REIT if the REIT is a “domestically controlled qualified investment entity.” A REIT is a 

domestically controlled qualified investment entity if, at all times during a specified testing period (the continuous 

five year period ending on the date of disposition or, if shorter, the entire period of the REIT’s existence), less than 

50% in value of its shares is held directly or indirectly by non-United States holders. We cannot assure you that we 

will qualify as a domestically controlled qualified investment entity. If we were to fail to so qualify, gain realized by 

a non-United States investor on a sale of our common stock would be subject to FIRPTA unless our common stock 

was traded on an established securities market and the non-United States investor did not at any time during a 

specified testing period directly or indirectly own more than 10% of the value of our outstanding common stock. 

Complying with REIT requirements may limit our ability to hedge effectively. 

The REIT provisions of the Internal Revenue Code may limit our ability to hedge our assets and operations. 

Under these provisions, any income that we generate from transactions intended to hedge our interest rate, inflation 

and/or currency risks, including gain from the disposition of certain hedging transactions, will be excluded from 

gross income for purposes of the REIT 75% and 95% gross income tests if the instrument hedges (i) interest rate risk 

on liabilities incurred to carry or acquire real estate, (ii) risk of currency fluctuations with respect to any item of 

income or gain that would be qualifying income under the REIT 75% or 95% gross income tests or (iii) risks 

associated with the extinguishment of certain indebtedness or the disposition of certain property related to prior 

hedging transactions described in (i) or (ii) above and each such instrument is properly identified under applicable 

Treasury Regulations. Income from hedging transactions that do not meet these requirements will generally 

constitute nonqualifying income for purposes of both the REIT 75% and 95% gross income tests. As a result of 

these rules, we may have to limit our use of hedging techniques that might otherwise be advantageous, which could 

result in greater risks associated with interest rate or other changes than we would otherwise incur. 

Equity participation in mortgage, bridge and mezzanine loans may result in taxable income and gains from these 

properties, which could adversely impact our REIT status. 

If we participate under a loan in any appreciation of the properties securing the loan or its cash flow and the 

Internal Revenue Service characterizes this participation as “equity,” we might have to recognize income, gains and 

other items from the property for federal income tax purposes. This could affect our ability to qualify as a REIT. 

Your investment has various federal income tax risks. 

Although the provisions of the Internal Revenue Code generally relevant to an investment in shares of our 

common stock are described in “Federal Income Tax Considerations,” we urge you to consult your tax advisor 
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concerning the effects of United States federal, state, local and foreign tax laws to you with regard to an investment 

in shares of our common stock.  

Retirement Plan Risks 

If the fiduciary of an employee pension benefit plan subject to ERISA (such as profit sharing, Section 401(k) or 

pension plan) or any other retirement plan or account fails to meet the fiduciary and other standards under 

ERISA or the Internal Revenue Code as a result of an investment in our common stock, the fiduciary could be 

subject to criminal and civil penalties. 

There are special considerations that apply to employee benefit plans subject to ERISA (such as profit 

sharing, Section 401(k) or pension plans) and other retirement plans or accounts subject to Section 4975 of the 

Internal Revenue Code (such as an IRA) that are investing in our shares. Fiduciaries investing the assets of such a 

plan or account in our common stock should satisfy themselves that: 

• the investment is consistent with their fiduciary and other obligations under ERISA and the Internal 

Revenue Code; 

• the investment is made in accordance with the documents and instruments governing the plan or IRA, 

including the plan’s or account’s investment policy; 

• the investment satisfies the prudence and diversification requirements of Sections 404(a)(1)(B) and 

404(a)(1)(C) of ERISA and other applicable provisions of ERISA and the Internal Revenue Code; 

• the investment in our shares, for which no public market currently exists, is consistent with the 

liquidity needs of the plan or IRA; 

• the investment will not produce an unacceptable amount of “unrelated business taxable income” for the 

plan or IRA; 

• our shareholders will be able to comply with the requirements under ERISA and the Internal Revenue 

Code to value the assets of the plan or IRA annually; and 

• the investment will not constitute a prohibited transaction under Section 406 of ERISA or Section 4975 

of the Internal Revenue Code. 

With respect to the annual valuation requirements described above, we will provide an estimated value for 

our shares annually. We can make no claim whether such estimated value will or will not satisfy the applicable 

annual valuation requirements under ERISA and the Internal Revenue Code. The Department of Labor or the 

Internal Revenue Service may determine that a plan fiduciary or an IRA custodian is required to take further steps to 

determine the value of our common shares. In the absence of an appropriate determination of value, a plan fiduciary 

or an IRA custodian may be subject to damages, penalties or other sanctions. 

Failure to satisfy the fiduciary standards of conduct and other applicable requirements of ERISA and the 

Internal Revenue Code may result in the imposition of civil and criminal penalties and could subject the fiduciary to 

claims for damages or for equitable remedies. In addition, if an investment in our shares constitutes a prohibited 

transaction under ERISA or the Internal Revenue Code, the fiduciary or IRA owner who authorized or directed the 

investment may be subject to the imposition of excise taxes with respect to the amount invested. In the case of a 

prohibited transaction involving an IRA owner, the IRA may be disqualified and all of the assets of the IRA may be 

deemed distributed and subjected to tax. ERISA plan fiduciaries and IRA custodians should consult with counsel 

before making an investment in our common shares. 

Certain proposed federal and state regulations, if any or all of them become applicable, could adversely affect the 

marketing of our shares. 

On April 18, 2018, the SEC proposed “Regulation Best Interest,” a new standard of conduct for broker-

dealers under the Exchange Act, which would require a broker-dealer to act in the best interest of a retail customer, 

including participants in ERISA-covered plans and IRAs, when making a recommendation of any securities 
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transaction, without putting its financial interests ahead of the interests of a retail customer. The proposed rule 

includes guidance on what constitutes a “recommendation” and a definition of who would be a “retail customer” in 

addition to provisions setting forth certain required disclosures, policies and procedures to identify conflicts of 

interest, and customer-specific best interest obligations. A 90-day comment period began upon official publication 

of the proposal. 

In addition to the SEC proposed rules, several states, including Connecticut, Nevada, New Jersey and New 

York, have passed laws or proposed regulations requiring investment advisers, broker-dealers and/or agents to 

disclose conflicts of interest to clients or to meet standards that their advice be in the customer’s best interest. These 

recent developments could result in additional requirements imposed on such persons related to the marketing of our 

shares. 

While we continue to monitor and evaluate the various proposals, we cannot predict what other proposals 

may be made, what legislation or regulation may be introduced or become law. Therefore, until such time as final 

rules or laws are in place, the potential impact on the marketing of our shares through the impacted channels is 

uncertain. 

  


