
SOUTHERN FIRST BANCSHARES INC
Form 10-K
March 03, 2017
Table of Contents 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

x Annual Report Pursuant To Section 13 Or 15(d) of The Securities Exchange Act of 1934

For The Fiscal Year December 31, 2016.

Or

¨ Transition Report Pursuant To Section 13 Or 15(d) of The Securities Exchange Act of 1934

For the Transition Period from ___________ to ________________

Commission file number 000-27719

Southern First Bancshares, Inc.
(Exact name of registrant as specified in its charter)

South Carolina 58-2459561
(State of Incorporation) (I.R.S. Employer Identification No.)

100 Verdae Boulevard, Greenville, SC 29607
(Address of principal executive offices) (Zip Code)

864-679-9000
(Telephone Number)

Securities registered pursuant to Section 12(b) of the Act:

Title of class Name of each exchange on which registered
Common Stock The NASDAQ Global Market

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ¨ No x 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yes ¨   No x 
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x   No ¨ 

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).
Yes x   No ¨ 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ¨ 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.
Large accelerated filer ¨   Accelerated filer x   Non-accelerated filer ¨ Smaller Reporting Company ¨ 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
¨   No x 

The aggregate market value of the common equity held by non-affiliates of the registrant as of June 30, 2016 (based
on the average bid and ask price of the Common Stock as quoted on the NASDAQ Global Market on June 30, 2016),
was $136,831,609. 

6,466,945 shares of the registrant’s common stock were outstanding as of February 24, 2017. 

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s Proxy Statement relating to the Annual Meeting of Shareholders to be held on May 16,
2017 are incorporated by reference into Part III of this Annual Report on Form 10-K where indicated.
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CAUTIONARY NOTE REGARDING
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, including information included or incorporated by reference in this document,
contains statements which constitute forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”).
Forward-looking statements may relate to our financial condition, results of operation, plans, objectives, or future
performance. These statements are based on many assumptions and estimates and are not guarantees of future
performance. Our actual results may differ materially from those anticipated in any forward-looking statements, as
they will depend on many factors about which we are unsure, including many factors which are beyond our control.
The words “may,” “would,” “could,” “should,” “will,” “expect,” “anticipate,” “predict,” “project,” “potential,” “believe,” “continue,” “assume,”
“intend,” “plan,” and “estimate,” as well as similar expressions, are meant to identify such forward-looking statements.
Potential risks and uncertainties that could cause our actual results to differ from those anticipated in any
forward-looking statements include, but are not limited to, those described below under Item 1A- Risk Factors and the
following:

·Restrictions or conditions imposed by our regulators on our operations;

·Increases in competitive pressure in the banking and financial services industries;

· Changes in access to funding or increased regulatory requirements with regard to funding;

· Changes in deposit flows;

·Credit losses as a result of declining real estate values, increasing interest rates, increasing unemployment, changes in
payment behavior or other factors;

· Credit losses due to loan concentration;

·Changes in the amount of our loan portfolio collateralized by real estate and weaknesses in the real estate market;

· Our ability to attract and retain key personnel;

· Changes in the interest rate environment which could reduce anticipated or actual margins;

·Changes in political conditions or the legislative or regulatory environment, including governmental initiatives
affecting the financial services industry;

· Changes in economic conditions resulting in, among other things, a deterioration in credit quality;

· Changes occurring in business conditions and inflation;

· Cybersecurity breaches, including potential business disruptions or financial losses;

· Changes in technology;

·
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The adequacy of the level of our allowance for loan losses and the amount of loan loss provisions required in future
periods;

·Examinations by our regulatory authorities, including the possibility that the regulatory authorities may, among other
things, require us to increase our allowance for loan losses, write-down assets, or take other actions;

· Changes in monetary and tax policies;

· The rate of delinquencies and amounts of loans charged-off;

· The rate of loan growth in recent years and the lack of seasoning of a portion of our loan portfolio;

· Our ability to maintain appropriate levels of capital and to comply with our capital ratio requirements;

· Adverse changes in asset quality and resulting credit risk-related losses and expenses;

· Changes in accounting policies and practices; and

·Other risks and uncertainties detailed in this Annual Report on Form 10-K and, from time to time, in our other filings
with the Securities and Exchange Commission (“SEC”).

3
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If any of these risks or uncertainties materialize, or if any of the assumptions underlying such forward-looking
statements proves to be incorrect, our results could differ materially from those expressed in, implied or projected by,
such forward-looking statements. For information with respect to factors that could cause actual results to differ from
the expectations stated in the forward-looking statements, see “Risk Factors” under Part I, Item 1A of this Annual
Report on Form 10-K. We urge investors to consider all of these factors carefully in evaluating the forward-looking
statements contained in this Annual Report on Form 10-K. We make these forward-looking as of the date of this
document and we do not intend, and assume no obligation, to update the forward-looking statements or to update the
reasons why actual results could differ from those expressed in, or implied or projected by, the forward-looking
statements. 

PART I 

Item 1. Business 

General

Southern First Bancshares, Inc. (the “Company”), headquartered in Greenville, South Carolina, is a bank holding
company incorporated in March 1999 under the laws of South Carolina that owns all of the capital stock of Southern
First Bank (the “Bank”), a South Carolina state bank, and all of the stock of Greenville First Statutory Trust I and II
(collectively, the “Trusts”). The Bank is a commercial bank with nine retail offices located in Greenville, Columbia and
Charleston, South Carolina. The Bank is primarily engaged in the business of accepting demand deposits and savings
deposits insured by the Federal Deposit Insurance Corporation (the “FDIC”) and providing commercial, consumer and
mortgage loans to the general public. The Trusts are special purpose subsidiaries organized for the sole purpose of
issuing trust preferred securities. As of January 2017, we have obtained regulatory approval to open a full service
retail office in Raleigh, North Carolina. This will be our first retail office outside of South Carolina. 

Our Competitive Strengths

We believe that the following business strengths have been instrumental to the success of our core operations. These
attributes will enable us to continue profitable growth, while remaining fundamentally sound and driving value to our
shareholders. 

Simple and Efficient ClientFIRST Model. We operate our Bank using a simple and efficient style of banking that is
focused on providing core banking products and services to our clients through a team of talented and experienced
bankers. We refer to this model as “ClientFIRST” and it is structured to deliver superior client service via “relationship
teams,” which provide each client with a specific banker contact and a consistent support team responsible for all of the
client’s banking needs. We believe this model results in a consistent and superior level of professional service that
provides us with a distinct competitive advantage by enabling us to build and maintain long-term relationships with
desirable clients, enhancing the quality and stability of our funding and lending operations and positioning us to take
advantage of future growth opportunities in our existing markets. We also believe that this client focused culture has
led to our successful expansion into new markets in the past, and will enable us to be successful if we seek to expand
into new markets in the future. 

Our ClientFIRST model focuses on achieving cost efficiencies by diligently managing the growth of our number of
employees and banking offices. We have historically insisted that the identification of talented bankers drives our
growth strategy, as opposed to a more general desire to enter a specific geography or market. This strategy translates
into a smaller number of brick and mortar offices relative to our size and compared to peer banks, but larger overall
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deposit balances in our offices as compared to peers. As a result, our offices average approximately $115 million in
total deposits. We believe this style of banking allows us to deliver exceptional client service, while achieving lower
efficiency ratios relative to our local competitors. 

We have also made significant investments in our IT systems and technology offerings to our clients that we believe
will continue to drive low-cost deposit growth. For example, we launched our mobile banking platform in early 2014,
and since then we have successfully registered nearly 5,200 mobile devices and expect that our active users will
increase significantly in the coming years. We believe that our current mobile banking, on-line banking and cash
management offerings are industry-leading solutions amongst community banks, and we will continue to invest in the
latest technology solutions to ensure we meet the evolving needs of our clients and maintain this competitive
advantage over other community banks.

4
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Attractive South Carolina Markets. We have nine banking offices located in Greenville, Columbia, and Charleston,
South Carolina, which are the three largest markets in South Carolina.  The following table illustrates our market
share, by insured deposits as of the dates indicated, in these primary markets:

Our Market Deposits

Market(1) Total
Offices

June 30,
2016

Total Market
Deposits(2) Rank(2) Market Share(2)

Greenville 4 618,817 10,507,203 5 of 31 5.89%
Columbia 3 224,589 17,190,799 9 of 21 1.31%
Charleston 2 210,346 9,941,315 12 of 28 2.12%

(1)Represents Greenville County, Richland and Lexington counties in Columbia, and Charleston County.
(2)The total market deposits, rank and market share data displayed are as of June 30, 2016 as reported by the FDIC.
Greenville. The city of Greenville is located in Greenville County, South Carolina approximately midway between
Atlanta and Charlotte on the heavily traveled I-85 business corridor. Greenville County is South Carolina’s most
populous county with an estimated 492,000 residents as of July 1, 2015 and is also one of the state’s wealthiest
counties with estimated median household income of $51,000 for 2015. A large and diverse metropolitan area,
Greenville County is one of the southeast region’s premier areas for business, serving as headquarters for Michelin and
Hubbell Lighting as well as hosting significant operations for BMW and Lockheed Martin. 

Columbia. The city of Columbia is located in Richland County, South Carolina and its surrounding suburban areas
expand into adjoining Lexington County. Columbia is the state capital, the largest city in the state and the home of the
University of South Carolina and Fort Jackson, the Army’s largest Initial Entry Training Center. Richland County is
the second largest county in the state with an estimated population of 407,000 residents as of July 1, 2015. Lexington
County is the sixth largest county in South Carolina with an estimated population of 282,000 as of July 1, 2015. The
median household income for Richland County and Lexington County was $49,000 and $54,000, respectively, for
2015. 

Charleston. The city of Charleston is the second largest city in the state and is located in Charleston County, South
Carolina, which is the third largest county in the state with an estimated population of 389,000 as of July 1, 2015.
Charleston is home to the deepest port in the Southeast and boasts top companies in the aerospace, biomedical and
technology fields such as Boeing, the Medical University of South Carolina (MUSC) and Blackbaud. The median
household income for Charleston County was approximately $53,000 for 2015. One of our retail offices in the
Charleston market is located in the city of Mount Pleasant, which is located just north of Charleston in Charleston
County and ranks as the fourth largest city in South Carolina. 

Experienced Management Team, Dedicated Board of Directors and Talented Employees. Our senior management
team is led by Art Seaver, Justin Strickland, and Mike Dowling who lead a team of 30 additional senior team
members which we believe compares favorably to any community bank management team assembled in South
Carolina. 

The management team is complemented by a dedicated board of directors with extensive local market knowledge and
a wide range of experience including accounting, business, banking, manufacturing, insurance, management and
finance. We believe that our management’s and board’s incentives are closely aligned with our shareholders through the
ownership of a substantial amount of our stock. As of December 31, 2016, our executive officers and board of
directors owned an aggregate of 981,725 shares of our common stock, including options to purchase shares of our
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common stock, which represented approximately 14.61% of the fully-diluted amount of our common stock
outstanding. We believe that our officers’ and directors’ experience and local market knowledge are valuable assets and
will enable them to guide us successfully in the future. 

In addition, we believe that we have assembled a group of highly talented employees by being an employer of choice
in the markets we serve. We employed a total of 179 full-time equivalent employees as of December 31, 2016. Our
employees are skilled in the areas of banking, information technology, management, sales, advertising and marketing,
among others. We pride ourselves on maintaining excellent relations with all of our employees. We strive to provide
an “umbrella for great talent,” characterized by a culture of transparency and collaboration which permeates all levels of
the organization. To drive our culture of transparency and collaboration, our employees engage in a series of weekly
meetings to understand the goals and plan for each week. These meetings are intended to remind our employees of our
vision, strategy and ClientFIRST service, and provide our employees with information regarding monthly and
quarterly goals and client or prospect needs. In addition, each week is started with a meeting of all Senior and
Executive Vice Presidents to ensure that all team members are informed on the latest developments of our Company.
Our employees and their ClientFIRST approach to service have been instrumental to our success.

5
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Our Business Strategy

We are focused on growing business relationships and building core deposits, profitable loans and noninterest income.
We believe that we have built a dynamic franchise that meets the financial needs of our clients by providing an array
of personalized products and services delivered by seasoned banking professionals with knowledge of our local
markets. Our overall strategic goal is to provide the highest level of service to our clients while achieving
high-performance metrics within the community banking market that drive franchise and shareholder value. Our
specific business strategies include:

Focus on Profitable and Efficient Growth. Our executive management team and board of directors are dedicated to
producing profits and returns for our shareholders. We actively manage the mix of assets and liabilities on our balance
sheet to optimize our net interest margin while also maintaining expense controls and developing noninterest income
streams. By constantly striving to build a well-structured balance sheet, we seek to increase profitability and improve
our return on average assets, return on average equity and efficiency ratio. We believe that, as the economy continues
to improve, our focus on maximizing our net interest margin and minimizing our efficiency ratio while maintaining
credit quality controls will translate into continued and improved profitability and shareholder returns. We are
committed to enhancing these levels of profitability by focusing on our core competencies of commercial lending and
core deposit gathering. We believe that we have the infrastructure currently in place, such as technology, support staff
and administration, to support expansion with limited associated noninterest expense increases. 

Provide a Distinctive Client Experience. Our markets have been subject to consolidation of local community banks
primarily by larger, out-of-state financial institutions. We believe there is a large client base in our markets that
prefers doing business with a local institution and may be dissatisfied with the service offered by national and larger
regional banks. We believe that the exceptional level of professional service provided to our clients as a result of our
ClientFIRST model provides us with a distinct competitive advantage over our local competitors. We also believe that
technology innovation will continue to play a critical role in retaining clients and winning new business. We believe
that our current mobile banking, on-line banking and cash management offerings are industry-leading solutions
amongst community banks. During 2016, 79% of deposits were acquired through our office network, 20% came
through the commercial remote deposit capture channel and the remaining 1% came through consumer mobile
deposits. We believe that the volume in remote deposit capture and mobile deposit channels will continue to increase
over time as more clients become acquainted with the convenience these services provide. By delivering superior
professional service through our ClientFIRST model, coupled with our deep understanding of our markets and our
commitment to providing the latest technology solutions to meet our clients’ banking needs, we believe that we can
attract new clients and expand our total loans and deposits. 

Maintain a Rigorous Risk Management Infrastructure. As we grow, one of our top priorities is to continue to build a
robust enterprise risk management infrastructure. We believe effective risk management requires a culture of risk
management and governance throughout the Company. The legislative and regulatory landscape continues to quickly
evolve, so we are continually performing risk assessments throughout the organization and re-allocating resources
where appropriate. We will continue to add new resources and technology investments to help enhance all of our risk
management processes throughout the Bank. Our risk management success is exemplified by our historic credit risk
management and disciplined underwriting practices, which have enabled us to successfully grow our balance sheet
while maintaining strong credit quality metrics. We do not reduce our credit standards or pricing discipline to generate
new loans. In addition, we are heavily focused on compliance risk and cybersecurity risk, as both of these risks have
increased since our inception. Our management team continually analyzes emerging fraud and security risks and
utilizes tools, strategies and policies to manage risk while delivering an optimal and appropriate client experience. We
believe our risk management structure allows our board and senior management to maintain effective oversight of our
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risks to ensure that our personnel are following prudent and appropriate risk management practices resulting in strong
loan quality and minimal loan losses. 

Attract Talented Banking Professionals With A “ClientFIRST” Focus. We believe that our ability to attract and
retain banking professionals with strong community relationships and significant knowledge of our markets will
continue to drive our success and grow our business in an efficient manner. By focusing on experienced, established
bankers who deliver exceptional client service through our ClientFIRST model, we believe we can enhance our
market position and add profitable growth opportunities. We believe that the strength of our exceptional client service
and relationship banking approach will continue to help us attract these established bankers. In recent years, we have
invested in our internal infrastructure, including support and back office personnel, and we believe that we can
continue to add experienced frontline bankers to our existing markets, which will drive our efficient growth. 

We will continue to expand our franchise, but only in a controlled manner. We may choose to open new locations, but
only after rigorous due diligence and substantial quantitative analysis regarding the financial and capital impacts of
such

6
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investments. We may also choose to enter new, metropolitan markets contiguous to, or nearby, our current South
Carolina footprint, such as our recently announced expansion in Raleigh, North Carolina, but only after careful study
and the identification and vetting of a local, senior level banking team with significant experience and reputational
strength in that market. We have not yet supplemented our historic strategy of organic deposit and loan growth with
traditional mergers or acquisitions. We evaluate potential acquisition opportunities that we believe would be
complementary to our business as part of our growth strategy. However, we have not yet identified any specific
acquisition opportunity that meets our strict requirements and do not have any immediate plans, arrangements or
understandings relating to any acquisition. Furthermore, we do not believe an acquisition is necessary to successfully
drive our growth and execute our ClientFIRST model.

Lending Activities 

General. We emphasize a range of lending services, including real estate, commercial, and equity-line consumer loans
to individuals and small- to medium-sized businesses and professional firms that are located in or conduct a
substantial portion of their business in our market area. Our underwriting standards vary for each type of loan, as
described below. Because loans typically provide higher interest yields than other types of interest-earning assets, we
invest a substantial percentage of our earning assets in our loan portfolio. At December 31, 2016, we had net loans of
$1.15 billion, representing 85.7% of our total assets. 

We have focused our lending activities primarily on the professional markets in Greenville, Columbia, and Charleston
including doctors, dentists, and small business owners. By focusing on this client base and by serving each client with
a consistent relationship team of bankers, we have generated a loan portfolio with larger average loan amounts than
we believe is typical for a community bank. As of December 31, 2016, our average loan size was approximately
$246,000. Excluding home equity lines of credit, the average loan size was approximately $291,000. At the same
time, we have strived to maintain a diversified loan portfolio and limit the amount of our loans to any single client. As
of December 31, 2016, our 10 largest client loan relationships represented approximately $101.5 million, or 8.7%, of
our loan portfolio. 

Loan Approval. Certain credit risks are inherent in making loans. These include prepayment risks, risks resulting from
uncertainties in the future value of collateral, risks resulting from changes in economic and industry conditions, and
risks inherent in dealing with individual borrowers. We attempt to mitigate repayment risks by adhering to internal
credit policies and procedures. These policies and procedures include officer and client lending limits, a multi-layered
approval process for larger loans, documentation examination, and follow-up procedures for any exceptions to credit
policies. Our loan approval policies provide for various levels of officer lending authority. When the amount of
aggregate loans to a single borrower exceeds an individual officer’s lending authority, the loan request will be
considered for approval by a team of officers led by a senior lender, or by the voting members of the officers’ loan
committee, based on the loan amount. The officers’ loan committee, which is comprised of a group of our senior
commercial lenders, bank president, and chief executive officer, has pre-determined lending limits, and any loans in
excess of this lending limit will be submitted for approval by the finance committee of our board or by the full board.
We do not make any loans to any director or executive officer of the Bank unless the loan is approved by the board of
directors of the Bank and all loans to directors, officers and employees are on terms not more favorable to such person
than would be available to a person not affiliated with the Bank, consistent with federal banking regulations. 

Management monitors exposure to credit risk from potential concentrations of loans to particular borrowers or groups
of borrowers, industries and geographic regions, as well as concentrations of lending products and practices such as
loans that subject borrowers to substantial payment increases (e.g. principal deferral periods, loans with initial
interest-only periods, etc.), and loans with high loan-to-value ratios. As of December 31, 2016, approximately $105.3
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million, or 9.1% of our loans had loan-to-value ratios which exceeded regulatory supervisory limits, of which 93 loans
totaling approximately $36.6 million had loan-to-value ratios of 100% or more. These types of loans are subject to
strict underwriting standards and are more closely monitored than a loan with a low loan-to-value ratio. Furthermore,
there are industry practices that could subject the Company to increased credit risk should economic conditions
change over the course of a loan’s life. For example, the Company makes variable rate loans and fixed rate
principal-amortizing loans with maturities prior to the loan being fully paid (i.e. balloon payment loans). The various
types of loans are individually underwritten and monitored to manage the associated risks. 

Credit Administration and Loan Review. We maintain a continuous loan review system. We also apply a credit
grading system to each loan, and we use an independent process to review the loan files on a test basis to assess the
grading of each loan. The Bank has a chief risk officer that reviews performance benchmarks established by
management in the areas of nonperforming assets, charge-offs, past dues, and loan documentation. Each loan officer is
responsible for

7
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each loan he or she makes, regardless of whether other individuals or committees joined in the approval. This
responsibility continues until the loan is repaid or until the loan is officially assigned to another officer. 

Lending Limits. Our lending activities are subject to a variety of lending limits imposed by federal and state laws and
regulations. In general, the Bank is subject to a legal limit on loans to a single borrower equal to 15% of the Bank’s
capital and unimpaired surplus. Based upon the capitalization of the Bank at December 31, 2016, the maximum
amount we could lend to one borrower is $19.9 million. However, to mitigate concentration risk, our internal lending
limit at December 31, 2016 is $13.9 million and may vary based on our assessment of the lending relationship. The
board of directors will adjust the internal lending limit as deemed necessary to continue to mitigate risk and serve the
Bank’s clients. The Bank’s legal lending limit will increase or decrease in response to increases or decreases in the
Bank’s level of capital. We are able to sell participations in our larger loans to other financial institutions, which allow
us to manage the risk involved in these loans and to meet the lending needs of our clients requiring extensions of
credit in excess of these limits. 

Loan Portfolio Segments. Our loan portfolio is comprised of commercial and consumer loans made to small
businesses and individuals for various business and personal purposes. While our loan portfolio is not concentrated in
loans to any single borrower or a relatively small number of borrowers, the principal component of our loan portfolio
is loans secured by real estate mortgages on either commercial or residential property. These loans will generally fall
into one of the following six categories: commercial owner occupied real estate, commercial non-owner occupied real
estate, commercial construction, consumer real estate, consumer construction, and home equity loans. We obtain a
security interest in real estate whenever possible, in addition to any other available collateral, in order to increase the
likelihood of the ultimate repayment of the loan. At December 31, 2016, loans secured by first or second mortgages
on commercial and consumer real estate made up approximately 81.1% of our loan portfolio. In addition to loans
secured by real estate, our loan portfolio includes commercial business loans and other consumer loans which
comprised 17.4% and 1.5%, respectively, of our total loan portfolio at December 31, 2016. 

Interest rates for all real estate loan categories may be fixed or adjustable, and will more likely be fixed for
shorter-term loans. We generally charge an origination fee for each loan which is taken into income over the life of the
loan as an adjustment to the loan yield. Other loan fees consist primarily of late charge fees. Real estate loans are
subject to the same general risks as other loans and are particularly sensitive to fluctuations in the value of real estate.
Fluctuations in the value of real estate, as well as other factors arising after a loan has been made, could negatively
affect a borrower’s cash flow, creditworthiness, and ability to repay the loan. Although, the loans are collateralized by
real estate, the primary source of repayment may not be the sale of real estate. 

The following describes the types of loans in our loan portfolio. 

·Commercial Real Estate Loans (Commercial Owner Occupied and Commercial Non-owner Occupied Real Estate
Loans). At December 31, 2016, commercial owner occupied and non-owner occupied real estate loans (other than
construction loans) amounted to $525.5 million, or approximately 45.2% of our loan portfolio. Of our commercial
real estate loan portfolio, $239.6 million in loans were non-owner occupied properties, representing 31.5% of our
commercial real estate portfolio and 20.6% of our total loan portfolio. The remainder of our commercial real estate
loan portfolio, $285.9 million in loans or 37.6% of the commercial loan portfolio, were owner occupied. Owner
occupied loans represented 24.6% of our total loan portfolio. At December 31, 2016, our individual commercial real
estate loans ranged in size from approximately $10,000 to $10.5 million, with an average loan size of approximately
$584,000. These loans generally have terms of five years or less, although payments may be structured on a longer
amortization basis. We evaluate each borrower on an individual basis and attempt to determine the business risks and
credit profile of each borrower. We attempt to reduce credit risk in the commercial real estate portfolio by

Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-K

14



emphasizing loans on owner-occupied office and retail buildings where the loan-to-value ratio, established by
independent appraisals, does not exceed 85%. We also generally require that a borrower’s cash flow exceeds 115% of
monthly debt service obligations. In order to ensure secondary sources of payment and liquidity to support a loan
request, we typically review all of the personal financial statements of the principal owners and require their personal
guarantees.

·

Construction Real Estate Loans. We offer adjustable and fixed rate construction real estate loans for
commercial and consumer projects, typically to builders and developers and to consumers who wish to
build their own homes. At December 31, 2016, total commercial and consumer construction loans
amounted to $65.3 million, or 5.6% of our loan portfolio. Commercial construction loans represented $33.4
million, or 2.9%, of our total loan portfolio, while consumer construction loans represented $31.9 million,
or 2.7% of our total loan portfolio. At December 31, 2016, our commercial construction real estate loans
ranged in size from approximately $100,000 to $8.5 million, with an average loan balance of
approximately $720,000. At

8
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December 31, 2016, our consumer or residential construction loans ranged in size from approximately $100,000 to
$2.3 million, with an average loan size of approximately $321,000. The duration of our construction loans generally is
limited to 18 months, although payments may be structured on a longer amortization basis. Commercial construction
loans generally carry a higher degree of risk than long-term financing of existing properties because repayment
depends on the ultimate completion of the project and sometimes on the sale of the property. Specific risks include:

· cost overruns;
· mismanaged construction;

· inferior or improper construction techniques;
· economic changes or downturns during construction;

· a downturn in the real estate market;
· rising interest rates which may prevent sale of the property; and

· failure to sell completed projects in a timely manner.
We attempt to reduce the risk associated with construction loans by obtaining personal guarantees where possible and
by keeping the loan-to-value ratio of the completed project at or below 80%.

·

Commercial Business Loans. We make loans for commercial purposes in various lines of businesses, including the
manufacturing, service industry, and professional service areas. At December 31, 2016, commercial business loans
amounted to $202.6 million, or 17.4% of our loan portfolio, and ranged in size from approximately $5,000 to $4.8
million, with an average loan size of approximately $171,000. Commercial loans are generally considered to have
greater risk than first or second mortgages on real estate because commercial loans may be unsecured, or if they are
secured, the value of the collateral may be difficult to assess and more likely to decrease than real estate.

We are eligible to offer small business loans utilizing government enhancements such as the Small Business
Administration’s (“SBA”) 7(a) program and SBA’s 504 programs. These loans typically are partially guaranteed by the
government, which helps to reduce their risk. Government guarantees of SBA loans do not exceed, and are generally
less than, 80% of the loan. As of December 31, 2016, we had originated one loan utilizing government enhancements.

·

Consumer Real Estate Loans and Home Equity Loans. At December 31, 2016, consumer real estate loans (other than
construction loans) amounted to $352.7 million, or 30.3% of our loan portfolio. Included in the consumer real estate
loans was $215.6 million, or 18.5% of our loan portfolio, in first and second mortgages on individuals’ homes, while
home equity loans represented $137.1 million, or 11.8% of our total loan portfolio. At December 31, 2016, our
individual residential real estate loans ranged in size from $15,000 to $2.5 million, with an average loan size of
approximately $341,000. Generally, we limit the loan-to-value ratio on our consumer real estate loans to 85%. We
offer fixed and adjustable rate consumer real estate loans with terms of up to 30 years. We typically offer these
long-term fixed rate loans through a third party rather than originating and retaining these loans ourselves. Consumer
real estate and home equity loans that we retain on our balance sheet typically have terms of 10 years or less. We also
offer home equity lines of credit. At December 31, 2016, our individual home equity lines of credit ranged in size
from $5,000 to $2.4 million, with an average of approximately $91,000. Our underwriting criteria and the risks
associated with home equity loans and lines of credit are generally the same as those for first mortgage loans. Home
equity lines of credit typically have terms of ten years or less. We generally limit the extension of credit to 90% of the
market value of each property, although we may extend up to 100% of the market value.

·Other Consumer Loans. We make a variety of loans to individuals for personal and household purposes, including
secured and unsecured installment loans and revolving lines of credit. These consumer loans are underwritten based
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on the borrower’s income, current debt level, past credit history, and the availability and value of collateral. Consumer
rates are both fixed and variable, with negotiable terms. At December 31, 2016, consumer loans other than real estate
amounted to $17.6 million, or 1.5% of our loan portfolio, and ranged in size from $100 to $950,000, with an average
loan size of approximately $10,000. Our installment loans typically amortize over periods up to 60 months. We will
offer consumer loans with a single maturity date when a specific source of repayment is available. We typically
require monthly payments of interest and a portion of the principal on our revolving loan products. Consumer loans
are generally considered to have greater risk than first or second mortgages on real estate because they may be
unsecured, or, if they are secured, the value of the collateral may be difficult to assess and more likely to decrease in
value than real estate.
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Deposit Services

Our principal source of funds is core deposits. We offer a full range of deposit services, including checking accounts,
commercial checking accounts, savings accounts, and other time deposits of various types, ranging from daily money
market accounts to long-term certificates of deposit. Our out-of-market, or wholesale, certificates of deposits
represented $59.1 million, or 5.4%, of total deposits at December 31, 2016. In an effort to obtain lower costing
deposits, we have focused on expanding our retail deposit program. We currently have nine retail offices which assist
us in obtaining low cost transaction accounts that are less affected by rising rates. Deposit rates are reviewed regularly
by senior management of the Bank. We believe that the rates we offer are competitive with those offered by other
financial institutions in our area. We focus on client service and our ClientFIRST culture to attract and retain
deposits. 

Other Banking Services 

In addition to deposit and  loan services, we offer other bank services such as internet banking, cash management, safe
deposit boxes, direct deposit, automatic drafts, bill payment and mobile banking services. We earn fees for most of
these services, including debit and credit card transactions, sales of checks, and wire transfers. We also receive ATM
transaction fees from transactions performed by our clients. We are associated with the NYCE, Pulse, STAR, and
Cirrus networks, which are available to our clients throughout the country. Since we outsource our ATM services, we
are charged related transaction fees from our ATM service provider. We have contracted with Fidelity National
Information Systems, an outside computer service company, to provide our core data processing services and our
ATM processing. By outsourcing these services, we believe we are able to reduce our overhead by matching the
expense in each period to the transaction volume that occurs during the period, as a significant portion of the fee
charged is directly related to the number of loan and deposit accounts and the related number of transactions we have
during the period. We believe that by being associated with a shared network of ATMs, we are better able to serve our
clients and are able to attract clients who are accustomed to the convenience of using ATMs, although we do not
believe that maintaining this association is critical to our success. We also offer Internet banking services, bill
payment services, and cash management and mobile banking services. 

Competition 

The banking business is highly competitive, and we experience competition in our market from many other financial
institutions. Competition among financial institutions is based upon interest rates offered on deposit accounts, interest
rates charged on loans, other credit and service charges relating to loans, the quality and scope of the services
rendered, the convenience of banking facilities, and, in the case of loans to commercial borrowers, relative lending
limits. We compete with commercial banks, credit unions, savings and loan associations, mortgage banking firms,
consumer finance companies, securities brokerage firms, insurance companies, money market funds, and other mutual
funds, as well as other super-regional, national, and international financial institutions that operate offices in
Greenville, Richland, Lexington, and Charleston Counties, South Carolina and elsewhere. 

As of June 30, 2016, the most recent date for which market data is available, there were 31 financial institutions in our
primary market of Greenville County, 21 financial institutions in the Columbia market, and 28 financial institutions in
the Charleston market. We compete with other financial institutions in our market areas both in attracting deposits and
in making loans. In addition, we have to attract our client base from other existing financial institutions and from new
residents. Many of our competitors are well-established, larger financial institutions with substantially greater
resources and lending limits, such as BB&T, Bank of America, Wells Fargo, and SunTrust. These institutions offer
some services, such as extensive and established branch networks and trust services that we do not provide. In
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addition, many of our non-bank competitors are not subject to the same extensive federal regulations that govern bank
holding companies and federally insured banks. Because larger competitors have advantages in attracting business
from larger corporations, we do not generally compete for that business. Instead, we concentrate our efforts on
attracting the business of individuals and small and medium-size businesses. With regard to such accounts, we
generally compete on the basis of client service and responsiveness to client needs, the convenience of our offices and
hours, and the availability and pricing of our products and services. 

We believe our commitment to quality and personalized banking services through our ClientFIRST culture is a factor
that contributes to our competitiveness and success.
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Employees

At December 31, 2016, we employed a total of 179 full-time equivalent employees. We provide our full-term
employees and certain part-time employees with a comprehensive program of benefits, including medical benefits, life
insurance, long-term disability coverage and a 401(k) plan. Our employees are not represented by a collective
bargaining agreement. Management considers its employee relations to be excellent.

SUPERVISION AND REGULATION

Both the Company and the Bank are subject to extensive state and federal banking laws and regulations that impose
specific requirements or restrictions on and provide for general regulatory oversight of virtually all aspects of our
operations. These laws and regulations are generally intended to protect depositors, not shareholders. Changes in
applicable laws or regulations may have a material effect on our business and prospects.

The following discussion is not intended to be a complete list of all the activities regulated by the banking laws or of
the impact of such laws and regulations on our operations. It is intended only to briefly summarize some material
provisions. The following summary is qualified by reference to the statutory and regulatory provisions discussed.

Recent Legislative and Regulatory Developments

Although the financial crisis has now passed, two legislative and regulatory responses – the Dodd-Frank Wall Street
Reform and Consumer Protection Act (the “Dodd-Frank Act”) and the Basel III-based capital rules – will continue to
have an impact on our operations.

The Dodd-Frank Wall Street Reform and Consumer Protection Act

On July 21, 2010, President Obama signed into law The Dodd-Frank Act. The Dodd-Frank Act specifically impacts
financial institutions in numerous ways, including:

· The creation of a Financial Stability Oversight Council responsible for monitoring and managing systemic risk,

· Granting additional authority to the Board of Governors of the Federal Reserve (the “Federal Reserve”) to
regulate certain types of nonbank financial companies,

· Granting new authority to the FDIC as liquidator and receiver,
· Changing the manner in which deposit insurance assessments are made,

· Requiring regulators to modify capital standards,
· Establishing the Consumer Financial Protection Bureau (the “CFPB”),

· Capping interchange fees that banks charge merchants for debit card transactions,
· Imposing more stringent requirements on mortgage lenders, and

· Limiting banks’ proprietary trading activities.
There are many provisions in the Dodd-Frank Act mandating regulators to adopt new regulations and conduct studies
upon which future regulation may be based. While some have been issued, many remain to be issued. Governmental
intervention and new regulations could materially and adversely affect our business, financial condition and results of
operations.

Basel Capital Standards
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Regulatory capital rules released in July 2013 to implement capital standards referred to as Basel III and developed by
an international body known as the Basel Committee on Banking Supervision, impose higher minimum capital
requirements for bank holding companies and banks. The rules apply to all national and state banks and savings
associations regardless of size and bank holding companies and savings and loan holding companies with more than
$1 billion in total consolidated assets. More stringent requirements are imposed on “advanced approaches” banking
organizations-those organizations with $250 billion or more in total consolidated assets, $10 billion or more in total
foreign exposures, or that have opted in to the Basel II capital regime. The requirements in the rule began to phase in
on January 1, 2015, for us. The requirements in the rule will be fully phased in by January 1, 2019.

The rule includes certain new and higher risk-based capital and leverage requirements than those currently in place.
Specifically, the following minimum capital requirements apply to us:

·a new common equity Tier 1 risk-based capital ratio of 4.5%;
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· a Tier 1 risk-based capital ratio of 6% (increased from the former 4% requirement);
· a total risk-based capital ratio of 8% (unchanged from the former requirement); and

· a leverage ratio of 4% (also unchanged from the former requirement).
Under the rule, Tier 1 capital is redefined to include two components: Common Equity Tier 1 capital and additional
Tier 1 capital. The new and highest form of capital, Common Equity Tier 1 capital, consists solely of common stock
(plus related surplus), retained earnings, accumulated other comprehensive income, and limited amounts of minority
interests that are in the form of common stock. Additional Tier 1 capital includes other perpetual instruments
historically included in Tier 1 capital, such as noncumulative perpetual preferred stock. Tier 2 capital consists of
instruments that currently qualify in Tier 2 capital plus instruments that the rule has disqualified from Tier 1 capital
treatment. Cumulative perpetual preferred stock, formerly includable in Tier 1 capital, is now included only in Tier 2
capital. Accumulated other comprehensive income (AOCI) is presumptively included in Common Equity Tier 1
capital and often would operate to reduce this category of capital. The rule provided a one-time opportunity at the end
of the first quarter of 2015 for covered banking organizations to opt out of much of this treatment of AOCI. We made
this opt-out election and, as a result, will retain the pre-existing treatment for AOCI.

In addition, in order to avoid restrictions on capital distributions or discretionary bonus payments to executives, a
covered banking organization must maintain a “capital conservation buffer” on top of its minimum risk-based capital
requirements. This buffer must consist solely of Tier 1 Common Equity, but the buffer applies to all three
measurements (Common Equity Tier 1, Tier 1 capital and total capital). The capital conservation buffer will be phased
in incrementally over time, becoming fully effective on January 1, 2019, and will consist of an additional amount of
common equity equal to 2.5% of risk-weighted assets. As of January 1, 2016, we are required to hold a capital
conservation buffer of 1.25%, increasing by 0.625% each successive year until 2019.

In general, the rules have had the effect of increasing capital requirements by increasing the risk weights on certain
assets, including high volatility commercial real estate, certain loans past due 90 days or more or in nonaccrual status,
mortgage servicing rights not includable in Common Equity Tier 1 capital, equity exposures, and claims on securities
firms, that are used in the denominator of the three risk-based capital ratios.

It is management’s belief that, as of December 31, 2016, the Company and the Bank would have met all capital
adequacy requirements under Basel III on a fully phased-in basis if such requirements were currently effective.

Volcker Rule

Section 619 of the Dodd-Frank Act, known as the “Volcker Rule,” prohibits any bank, bank holding company, or
affiliate (referred to collectively as “banking entities”) from engaging in two types of activities: “proprietary trading” and
the ownership or sponsorship of private equity or hedge funds that are referred to as “covered funds.” Proprietary trading
is, in general, trading in securities on a short-term basis for a banking entity's own account. Funds subject to the
ownership and sponsorship prohibition are those not required to register with the SEC because they have only
accredited investors or no more than 100 investors. In December 2013, our primary federal regulators, the Federal
Reserve and the FDIC, together with other federal banking agencies, the SEC and the Commodity Futures Trading
Commission, finalized a regulation to implement the Volcker Rule. At December 31, 2016, the Company has
evaluated our securities portfolio and has determined that we do not hold any covered funds.

Proposed Legislation and Regulatory Action

From time to time, various legislative and regulatory initiatives are introduced in Congress and state legislatures, as
well as by regulatory agencies. Such initiatives may include proposals to expand or contract the powers of bank
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holding companies and depository institutions or proposals to substantially change the financial institution regulatory
system. Such legislation could change banking statutes and the operating environment of the Company in substantial
and unpredictable ways. If enacted, such legislation could increase or decrease the cost of doing business, limit or
expand permissible activities or affect the competitive balance among banks, savings associations, credit unions, and
other financial institutions. We cannot predict whether any such legislation will be enacted, and, if enacted, the effect
that it, or any implementing regulations, would have on the financial condition or results of operations of the
Company. A change in statutes, regulations or regulatory policies applicable to the Company or the Bank could have a
material effect on the business of the Company.
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Southern First Bancshares, Inc.

We own 100% of the outstanding capital stock of the Bank, and therefore we are considered to be a bank holding
company under the federal Bank Holding Company Act of 1956 (the “Bank Holding Company Act”). As a result, we are
primarily subject to the supervision, examination and reporting requirements of the Federal Reserve under the Bank
Holding Company Act and its regulations promulgated thereunder. Moreover, as a bank holding company of a bank
located in South Carolina, we also are subject to the South Carolina Banking and Branching Efficiency Act.

Permitted Activities. Under the Bank Holding Company Act, a bank holding company is generally permitted to
engage in, or acquire direct or indirect control of more than 5% of the voting shares of any company engaged in, the
following activities:

· banking or managing or controlling banks;
· furnishing services to or performing services for our subsidiaries; and

·any activity that the Federal Reserve determines to be so closely related to banking as to be a proper incident to the
business of banking.

Activities that the Federal Reserve has found to be so closely related to banking as to be a proper incident to the
business of banking include:

· factoring accounts receivable;
· making, acquiring, brokering or servicing loans and usual related activities;

· leasing personal or real property;
· operating a non-bank depository institution, such as a savings association;

· trust company functions;
· financial and investment advisory activities;

· conducting discount securities brokerage activities;
· underwriting and dealing in government obligations and money market instruments;

· providing specified management consulting and counseling activities;
· performing selected data processing services and support services;

·acting as agent or broker in selling credit life insurance and other types of insurance in connection with credit
transactions; and

· performing selected insurance underwriting activities.
As a bank holding company we also can elect to be treated as a “financial holding company,” which would allow us to
engage in a broader array of activities. In summary, a financial holding company can engage in activities that are
financial in nature or incidental or complimentary to financial activities, including insurance underwriting, sales and
brokerage activities, providing financial and investment advisory services, underwriting services and limited merchant
banking activities. We have not sought financial holding company status, but may elect such status in the future as our
business matures. If we were to elect financial holding company status, each insured depository institution we control
would have to be well capitalized, well managed and have at least a satisfactory rating under the Community
Reinvestment Act as discussed below.

The Federal Reserve has the authority to order a bank holding company or its subsidiaries to terminate any of these
activities or to terminate its ownership or control of any subsidiary when it has reasonable cause to believe that the
Bank holding company’s continued ownership, activity or control constitutes a serious risk to the financial safety,
soundness or stability of it or any of its bank subsidiaries.
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Change in Control. Two statutes, the Bank Holding Company Act and the Change in Bank Control Act, together with
regulations promulgated under them, require some form of regulatory review before any company may acquire “control”
of a bank or a bank holding company. Under the Bank Holding Company Act, control is deemed to exist if a company
acquires 25% or more of any class of voting securities of a bank holding company; controls the election of a majority
of the members of the board of directors; or exercises a controlling influence over the management or policies of a
bank or bank holding company. In guidance issued in 2008, the Federal Reserve has stated that it would not expect
control to exist if a person acquires, in aggregate, less than 33% of the total equity of a bank or bank holding company
(voting and nonvoting equity), provided such person’s ownership does not include 15% or more of any class of voting
securities. Prior Federal Reserve approval is necessary before an entity acquires sufficient control to become a bank
holding company. Natural persons, certain non-business trusts, and other entities are not treated as companies (or bank
holding companies), and their acquisitions are not subject to review under the Bank Holding Company Act. State laws
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generally, including South Carolina law, require state approval before an acquirer may become the holding company
of a state bank.

Under the Change in Bank Control Act, a person or company is required to file a notice with the Federal Reserve if it
will, as a result of the transaction, own or control 10% or more of any class of voting securities or direct the
management or policies of a bank or bank holding company and either if the bank or bank holding company has
registered securities or if the acquirer would be the largest holder of that class of voting securities after the acquisition.
For a change in control at the holding company level, both the Federal Reserve and the subsidiary bank's primary
federal regulator must approve the change in control; at the bank level, only the bank's primary federal regulator is
involved. Transactions subject to the Bank Holding Company Act are exempt from Change in Control Act
requirements. For state banks, state laws, including that of South Carolina, typically require approval by the state bank
regulator as well.

Source of Strength. There are a number of obligations and restrictions imposed by law and regulatory policy on bank
holding companies with regard to their depository institution subsidiaries that are designed to minimize potential loss
to depositors and to the FDIC insurance funds in the event that the depository institution becomes in danger of
defaulting under its obligations to repay deposits. Under a policy of the Federal Reserve, a bank holding company is
required to serve as a source of financial strength to its subsidiary depository institutions and to commit resources to
support such institutions in circumstances where it might not do so absent such policy. Under the Federal Deposit
Insurance Corporation Improvement Act of 1991, to avoid receivership of its insured depository institution subsidiary,
a bank holding company is required to guarantee the compliance of any insured depository institution subsidiary that
may become “undercapitalized” within the terms of any capital restoration plan filed by such subsidiary with its
appropriate federal banking agency up to the lesser of (i) an amount equal to 5% of the institution’s total assets at the
time the institution became undercapitalized, or (ii) the amount which is necessary (or would have been necessary) to
bring the institution into compliance with all applicable capital standards as of the time the institution fails to comply
with such capital restoration plan.

The Federal Reserve also has the authority under the Bank Holding Company Act to require a bank holding company
to terminate any activity or relinquish control of a nonbank subsidiary (other than a nonbank subsidiary of a bank)
upon the Federal Reserve's determination that such activity or control constitutes a serious risk to the financial
soundness or stability of any subsidiary depository institution of the bank holding company. Further, federal law
grants federal bank regulatory authorities’ additional discretion to require a bank holding company to divest itself of
any bank or nonbank subsidiary if the agency determines that divestiture may aid the depository institution's financial
condition.

In addition, the “cross guarantee” provisions of the Federal Deposit Insurance Act (the “FDIA”) require insured depository
institutions under common control to reimburse the FDIC for any loss suffered or reasonably anticipated by the FDIC
as a result of the default of a commonly controlled insured depository institution or for any assistance provided by the
FDIC to a commonly controlled insured depository institution in danger of default. The FDIC’s claim for damages is
superior to claims of shareholders of the insured depository institution or its holding company, but is subordinate to
claims of depositors, secured creditors and holders of subordinated debt (other than affiliates) of the commonly
controlled insured depository institutions.

The FDIA also provides that amounts received from the liquidation or other resolution of any insured depository
institution by any receiver must be distributed (after payment of secured claims) to pay the deposit liabilities of the
institution prior to payment of any other general or unsecured senior liability, subordinated liability, general creditor
or shareholder. This provision would give depositors a preference over general and subordinated creditors and
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shareholders in the event a receiver is appointed to distribute the assets of our Bank.

Any capital loans by a bank holding company to any of its subsidiary banks are subordinate in right of payment to
deposits and to certain other indebtedness of such subsidiary bank. In the event of a bank holding company’s
bankruptcy, any commitment by the bank holding company to a federal bank regulatory agency to maintain the capital
of a subsidiary bank will be assumed by the bankruptcy trustee and entitled to a priority of payment.

Capital Requirements. The Federal Reserve imposes certain capital requirements on the bank holding company under
the Bank Holding Company Act, including a minimum leverage ratio and a minimum ratio of “qualifying” capital to
risk-weighted assets. These requirements are described below under “Southern First Bank - Capital Regulations.”
Subject to our capital requirements and certain other restrictions, we are able to borrow money to make capital
contributions to the Bank, and these loans may be repaid from dividends paid from the Bank to the Company.

14

Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-K

27



Table of Contents 

We are also able to raise capital for contribution to the Bank by issuing securities without having to receive regulatory
approval, subject to compliance with federal and state securities laws.

Dividends.  Since the Company is a bank holding company, its ability to declare and pay dividends is dependent on
certain federal and state regulatory considerations, including the guidelines of the Federal Reserve. The Federal
Reserve has issued a policy statement regarding the payment of dividends by bank holding companies. In general, the
Federal Reserve’s policies provide that dividends should be paid only out of current earnings and only if the
prospective rate of earnings retention by the bank holding company appears consistent with the organization’s capital
needs, asset quality and overall financial condition. The Federal Reserve’s policies also require that a bank holding
company serve as a source of financial strength to its subsidiary banks by standing ready to use available resources to
provide adequate capital funds to those banks during periods of financial stress or adversity and by maintaining the
financial flexibility and capital-raising capacity to obtain additional resources for assisting its subsidiary banks where
necessary. Further, under the prompt corrective action regulations, the ability of a bank holding company to pay
dividends may be restricted if a subsidiary bank becomes undercapitalized. These regulatory policies could affect the
ability of the Company to pay dividends or otherwise engage in capital distributions.

In addition, since the Company is a legal entity separate and distinct from the Bank and does not conduct stand-alone
operations, its ability to pay dividends depends on the ability of the Bank to pay dividends to it, which is also subject
to regulatory restrictions as described below in “Southern First Bank – Dividends.” 

South Carolina State Regulation. As a South Carolina bank holding company under the South Carolina Banking and
Branching Efficiency Act, we are subject to limitations on sale or merger and to regulation by the South Carolina
Board of Financial Institutions (the “S.C. Board”). We are not required to obtain the approval of the S.C. Board prior to
acquiring the capital stock of a national bank, but we must notify them at least 15 days prior to doing so. We must
receive the S.C. Board’s approval prior to engaging in the acquisition of a South Carolina state chartered bank or
another South Carolina bank holding company.

Southern First Bank

As a South Carolina bank, deposits in the Bank are insured by the FDIC up to a maximum amount, which is currently
$250,000 per depositor. The S.C. Board and the FDIC regulate or monitor virtually all areas of the Bank’s operations,
including;

· security devices and procedures;
· adequacy of capitalization and loss reserves;

· loans;
· investments;
· borrowings;
· deposits;
· mergers;

· issuances of securities;
· payment of dividends;

· interest rates payable on deposits;
· interest rates or fees chargeable on loans;

· establishment of branches;
· corporate reorganizations;

· maintenance of books and records; and
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· adequacy of staff training to carry on safe lending and deposit gathering practices.
These agencies, and the federal and state laws applicable to the Bank’s operations, extensively regulate various aspects
of our banking business, including, among other things, permissible types and amounts of loans, investments and
other activities, capital adequacy, branching, interest rates on loans and on deposits, the maintenance of reserves on
demand deposit liabilities, and the safety and soundness of our banking practices.

All insured institutions must undergo regular on-site examinations by their appropriate banking agency. The cost of
examinations of insured depository institutions and any affiliates may be assessed by the appropriate federal banking
agency against each institution or affiliate as it deems necessary or appropriate. Insured institutions are required to
submit annual reports to the FDIC, their federal regulatory agency, and state supervisor when applicable. The FDIC
has developed a method for insured depository institutions to provide supplemental disclosure of the estimated fair
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market value of assets and liabilities, to the extent feasible and practicable, in any balance sheet, financial statement,
report of condition or any other report of any insured depository institution. The FDIC and the other federal banking
regulatory agencies also have issued standards for all insured depository institutions relating, among other things, to
the following:

· internal controls;
· information systems and audit systems;

· loan documentation;
· credit underwriting;

· interest rate risk exposure; and
· asset quality.

Prompt Corrective Action. As an insured depository institution, the Bank is required to comply with the capital
requirements promulgated under the Federal Deposit Insurance Act and the prompt corrective action regulations
thereunder, which set forth five capital categories, each with specific regulatory consequences. Under these
regulations, the categories are:

·

Well Capitalized — The institution exceeds the required minimum level for each relevant capital measure. A well
capitalized institution (i) has a total risk-based capital ratio of 10% or greater, (ii) has a Tier 1 risk-based capital ratio
of 8% or greater, (iii) has a common equity Tier 1 risk-based capital ratio of 6.5% or greater, (iv) has a leverage
capital ratio of 5% or greater, and (v) is not subject to any order or written directive to meet and maintain a specific
capital level for any capital measure.

·

Adequately Capitalized — The institution meets the required minimum level for each relevant capital measure. No
capital distribution may be made that would result in the institution becoming undercapitalized. An adequately
capitalized institution (i) has a total risk-based capital ratio of 8% or greater, (ii) has a Tier 1 risk-based capital ratio
of 6% or greater, (iii) has a common equity Tier 1 risk-based capital ratio of 4.5% or greater, and (iv) has a leverage
capital ratio of 4% or greater.

·

Undercapitalized — The institution fails to meet the required minimum level for any relevant capital measure. An
undercapitalized institution (i) has a total risk-based capital ratio of less than 8%, (ii) has a Tier 1 risk-based capital
ratio of less than 6%, (iii) has a common equity Tier 1 risk-based capital ratio of less than 4.5% or greater, or (iv) has
a leverage capital ratio of less than 4%.

·

Significantly Undercapitalized — The institution is significantly below the required minimum level for any relevant
capital measure. A significantly undercapitalized institution (i) has a total risk-based capital ratio of less than 6%, (ii)
has a Tier 1 risk-based capital ratio of less than 4%, (iii) has a common equity Tier 1 risk-based capital ratio of less
than 3% or greater, or (iv) has a leverage capital ratio of less than 3%.

·
Critically Undercapitalized — The institution fails to meet a critical capital level set by the appropriate federal banking
agency. A critically undercapitalized institution has a ratio of tangible equity to total assets that is equal to or less
than 2%.

If the FDIC determines, after notice and an opportunity for hearing, that the Bank is in an unsafe or unsound
condition, the regulator is authorized to reclassify the Bank to the next lower capital category (other than critically
undercapitalized) and require the submission of a plan to correct the unsafe or unsound condition.

If a bank is not well capitalized, it cannot accept brokered deposits without prior regulatory approval. In addition, a
bank that is not well capitalized cannot offer an effective yield in excess of 75 basis points over interest paid on
deposits of comparable size and maturity in such institution’s normal market area for deposits accepted from within its
normal market area, or national rate paid on deposits of comparable size and maturity for deposits accepted outside the
bank’s normal market area. Moreover, the FDIC generally prohibits a depository institution from making any capital
distributions (including payment of a dividend) or paying any management fee to its parent holding company if the
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depository institution would thereafter be categorized as undercapitalized. Undercapitalized institutions are subject to
growth limitations (an undercapitalized institution may not acquire another institution, establish additional branch
offices or engage in any new line of business unless determined by the appropriate federal banking agency to be
consistent with an accepted capital restoration plan, or unless the FDIC determines that the proposed action will
further the purpose of prompt corrective action) and are required to submit a capital restoration plan. The agencies
may not accept a capital restoration plan without determining, among other things, that the plan is based on realistic
assumptions and is likely to succeed in restoring the depository institution’s capital. In addition, for a capital
restoration plan to be acceptable, the depository institution’s parent holding company must guarantee that the
institution will comply with the capital restoration plan. The aggregate liability of the parent holding company is
limited to the lesser of an amount equal
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to 5.0% of the depository institution’s total assets at the time it became categorized as undercapitalized or the amount
that is necessary (or would have been necessary) to bring the institution into compliance with all capital standards
applicable with respect to such institution as of the time it fails to comply with the plan. If a depository institution fails
to submit an acceptable plan, it is categorized as significantly undercapitalized.

Significantly undercapitalized categorized depository institutions may be subject to a number of requirements and
restrictions, including orders to sell sufficient voting stock to become categorized as adequately capitalized,
requirements to reduce total assets, and cessation of receipt of deposits from correspondent banks. The appropriate
federal banking agency may take any action authorized for a significantly undercapitalized institution if an
undercapitalized institution fails to submit an acceptable capital restoration plan or fails in any material respect to
implement a plan accepted by the agency. A critically undercapitalized institution is subject to having a receiver or
conservator appointed to manage its affairs and for loss of its charter to conduct banking activities.

An insured depository institution may not pay a management fee to a bank holding company controlling that
institution or any other person having control of the institution if, after making the payment, the institution would be
undercapitalized. In addition, an institution cannot make a capital distribution, such as a dividend or other distribution,
that is in substance a distribution of capital to the owners of the institution if following such a distribution the
institution would be undercapitalized. Thus, if payment of such a management fee or the making of such would cause
a bank to become undercapitalized, it could not pay a management fee or dividend to the bank holding company.

As of December 31, 2016, the Bank was deemed to be “well capitalized.”

Standards for Safety and Soundness. The FDIA also requires the federal banking regulatory agencies to prescribe, by
regulation or guideline, operational and managerial standards for all insured depository institutions relating to: (i)
internal controls, information systems and internal audit systems; (ii) loan documentation; (iii) credit underwriting;
(iv) interest rate risk exposure; and (v) asset growth. The agencies also must prescribe standards for asset quality,
earnings, and stock valuation, as well as standards for compensation, fees and benefits. The federal banking agencies
have adopted regulations and Interagency Guidelines Prescribing Standards for Safety and Soundness to implement
these required standards. These guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired.
Under the regulations, if the FDIC determines that the Bank fails to meet any standards prescribed by the guidelines,
the agency may require the Bank to submit to the agency an acceptable plan to achieve compliance with the standard,
as required by the FDIC. The final regulations establish deadlines for the submission and review of such safety and
soundness compliance plans.

Insurance of Accounts and Regulation by the FDIC. The Bank’s deposits are insured up to applicable limits by the
Deposit Insurance Fund of the FDIC. As insurer, the FDIC imposes deposit insurance premiums and is authorized to
conduct examinations of and to require reporting by FDIC insured institutions. It also may prohibit any FDIC insured
institution from engaging in any activity the FDIC determines by regulation or order to pose a serious risk to the
insurance fund. The FDIC also has the authority to initiate enforcement actions against savings institutions, after
giving the bank’s regulatory authority an opportunity to take such action, and may terminate the deposit insurance if it
determines that the institution has engaged in unsafe or unsound practices or is in an unsafe or unsound condition.

As an FDIC-insured bank, the Bank must pay deposit insurance assessments to the FDIC based on its average total
assets minus its average tangible equity. The Bank’s assessment rates are currently based on its risk classification (i.e.,
the level of risk it poses to the FDIC’s deposit insurance fund). Institutions classified as higher risk pay assessments at
higher rates than institutions that pose a lower risk. In addition, following the fourth consecutive quarter (and any
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applicable phase-in period) where an institution’s total consolidated assets equal or exceed $10 billion, the FDIC will
use a performance score and a loss-severity score to calculate an initial assessment rate. In calculating these scores, the
FDIC uses an institution’s capital level and regulatory supervisory ratings and certain financial measures to assess an
institution’s ability to withstand asset-related stress and funding-related stress. The FDIC also has the ability to make
discretionary adjustments to the total score based upon significant risk factors that are not adequately captured in the
calculations. In addition to ordinary assessments described above, the FDIC has the ability to impose special
assessments in certain instances.

The FDIC’s deposit insurance fund is currently underfunded, and the FDIC has raised assessment rates and imposed
special assessments on certain institutions during recent years to raise funds. Under the Dodd-Frank Act, the minimum
designated reserve ratio for the deposit insurance fund is 1.35% of the estimated total amount of insured deposits. In
October 2010, the FDIC adopted a restoration plan to ensure that the fund reserve ratio reaches 1.35% by September
30, 2020, as required by the Dodd-Frank Act. At least semi-annually, the FDIC will update its loss and income
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projections for the fund and, if needed, will increase or decrease assessment rates, following notice-and-comment
rulemaking if required.

In addition, FDIC insured institutions are required to pay a Financing Corporation assessment to fund the interest on
bonds issued to resolve thrift failures in the 1980s. These assessments, which may be revised based upon the level of
deposits, will continue until the bonds mature in the years 2017 through 2019. The amount assessed on individual
institutions is in addition to the amount, if any, paid for deposit insurance according to the FDIC’s risk-related
assessment rate schedules. Assessment rates may be adjusted quarterly to reflect changes in the assessment base.

The FDIC may terminate the deposit insurance of any insured depository institution, including the Bank, if it
determines after a hearing that the institution has engaged in unsafe or unsound practices, is in an unsafe or unsound
condition to continue operations or has violated any applicable law, regulation, rule, order or condition imposed by the
FDIC. It also may suspend deposit insurance temporarily during the hearing process for the permanent termination of
insurance if the institution has no tangible capital. If insurance of accounts is terminated, the accounts at the institution
at the time of the termination, less subsequent withdrawals, shall continue to be insured for a period of six months to
two years, as determined by the FDIC. Management is not aware of any practice, condition or violation that might
lead to termination of the Bank’s deposit insurance.

Transactions with Affiliates and Insiders. The Company is a legal entity separate and distinct from the Bank and its
other subsidiaries. Various legal limitations restrict the Bank from lending or otherwise supplying funds to the
Company or its non-bank subsidiaries. The Company and the Bank are subject to Sections 23A and 23B of the Federal
Reserve Act and Federal Reserve Regulation W.

Section 23A of the Federal Reserve Act places limits on the amount of loans or extensions of credit by a bank to any
affiliate, including its holding company, and on a bank’s investments in, or certain other transactions with, affiliates
and on the amount of advances to third parties collateralized by the securities or obligations of any affiliates of the
bank. Section 23A also applies to derivative transactions, repurchase agreements and securities lending and borrowing
transactions that cause a bank to have credit exposure to an affiliate. The aggregate of all covered transactions is
limited in amount, as to any one affiliate, to 10% of the Bank’s capital and surplus and, as to all affiliates combined, to
20% of the Bank’s capital and surplus. Furthermore, within the foregoing limitations as to amount, each covered
transaction must meet specified collateral requirements. The Bank is forbidden to purchase low quality assets from an
affiliate.

Section 23B of the Federal Reserve Act, among other things, prohibits an institution from engaging in certain
transactions with certain affiliates unless the transactions are on terms substantially the same, or at least as favorable
to such institution or its subsidiaries, as those prevailing at the time for comparable transactions with nonaffiliated
companies. If there are no comparable transactions, a bank’s (or one of its subsidiaries’) affiliate transaction must be on
terms and under circumstances, including credit standards, that in good faith would be offered to, or would apply to,
nonaffiliated companies. These requirements apply to all transactions subject to Section 23A as well as to certain
other transactions.

The affiliates of a bank include any holding company of the bank, any other company under common control with the
bank (including any company controlled by the same shareholders who control the bank), any subsidiary of the bank
that is itself a bank, any company in which the majority of the directors or trustees also constitute a majority of the
directors or trustees of the bank or holding company of the bank, any company sponsored and advised on a contractual
basis by the bank or an affiliate, and any mutual fund advised by a bank or any of the bank’s affiliates. Regulation W
generally excludes all non-bank and non-savings association subsidiaries of banks from treatment as affiliates, except
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to the extent that the Federal Reserve decides to treat these subsidiaries as affiliates.

The Bank is also subject to certain restrictions on extensions of credit to executive officers, directors, certain principal
stockholders, and their related interests. Extensions of credit include derivative transactions, repurchase and reverse
repurchase agreements, and securities borrowing and lending transactions to the extent that such transactions cause a
bank to have credit exposure to an insider. Any extension of credit to an insider (i) must be made on substantially the
same terms, including interest rates and collateral requirements, as those prevailing at the time for comparable
transactions with unrelated third parties and (ii) must not involve more than the normal risk of repayment or present
other unfavorable features.

Dividends. The Company’s principal source of cash flow, including cash flow to pay dividends to its shareholders, is
dividends it receives from the Bank. Statutory and regulatory limitations apply to the Bank’s payment of dividends to
the Company. As a South Carolina chartered bank, the Bank is subject to limitations on the amount of dividends that it
is permitted to pay. Unless otherwise instructed by the S.C. Board, the Bank is generally permitted under South
Carolina
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state banking regulations to pay cash dividends of up to 100% of net income in any calendar year without obtaining
the prior approval of the S.C. Board. The FDIC also has the authority under federal law to enjoin a bank from
engaging in what in its opinion constitutes an unsafe or unsound practice in conducting its business, including the
payment of a dividend under certain circumstances.

Branching. Under current South Carolina law, the Bank may open branch offices throughout South Carolina with the
prior approval of the S.C. Board.  In addition, with prior regulatory approval, the Bank is able to acquire existing
banking operations in South Carolina.  Furthermore, federal legislation permits interstate branching, including
out-of-state acquisitions by bank holding companies, interstate branching by banks, and interstate merging by banks. 
The Dodd-Frank Act removes previous state law restrictions on de novo interstate branching in states such as South
Carolina. This change permits out-of-state banks to open de novo branches in states where the laws of the state where
the de novo branch to be opened would permit a bank chartered by that state to open a de novo branch.

Community Reinvestment Act. The Community Reinvestment Act (“CRA”) requires that the FDIC evaluate the record
of the Bank in meeting the credit needs of its local community, including low and moderate income neighborhoods.
These factors are also considered in evaluating mergers, acquisitions, and applications to open a branch or facility.
Failure to adequately meet these criteria could impose additional requirements and limitations on our Bank.

The Gramm Leach Bliley Act (the “GLBA”) made various changes to the CRA. Among other changes, CRA
agreements with private parties must be disclosed and annual CRA reports must be made available to a bank’s primary
federal regulator. A bank holding company will not be permitted to become a financial holding company and no new
activities authorized under the GLBA may be commenced by a holding company or by a bank financial subsidiary if
any of its bank subsidiaries received less than a satisfactory CRA rating in its latest CRA examination.

On March 16, 2015, the date of the most recent examination, the Bank received a satisfactory CRA rating.

Consumer Protection Regulations. Activities of the Bank are subject to a variety of statutes and regulations designed
to protect consumers. Interest and other charges collected or contracted for by the Bank are subject to state usury laws
and federal laws concerning interest rates. The Bank’s loan operations are also subject to federal laws applicable to
credit transactions, such as:

· the Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers;

·
the Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to enable the
public and public officials to determine whether a financial institution is fulfilling its obligation to help meet the
housing needs of the community it serves;

· the Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other prohibited factors in
extending credit;

·
the Fair Credit Reporting Act of 1978, as amended by the Fair and Accurate Credit Transactions Act, governing the
use and provision of information to credit reporting agencies, certain identity theft protections, and certain credit and
other disclosures;

· the Fair Debt Collection Act, governing the manner in which consumer debts may be collected by collection
agencies; and

·the rules and regulations of the various federal agencies charged with the responsibility of implementing such federal
laws.

The deposit operations of the Bank also are subject to:

·
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the Federal Deposit Insurance Act, which, among other things, limits the amount of deposit insurance available per
account to $250,000 and imposes other limits on deposit-taking;

· the Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records
and prescribes procedures for complying with administrative subpoenas of financial records;

·
the Electronic Funds Transfer Act and Regulation E, which governs automatic deposits to and withdrawals from
deposit accounts and customers’ rights and liabilities arising from the use of automated teller machines and other
electronic banking services; and

·the Truth in Savings Act and Regulation DD, which requires depository institutions to provide disclosures so that
consumers can make meaningful comparisons about depository institutions and accounts.

Anti-Money Laundering. Financial institutions must maintain anti-money laundering programs that include
established internal policies, procedures, and controls; a designated compliance officer; an ongoing employee training
program; and

19

Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-K

37



Table of Contents 

testing of the program by an independent audit function. The Company and the Bank are also prohibited from entering
into specified financial transactions and account relationships and must meet enhanced standards for due diligence and
“knowing your customer” in their dealings with foreign financial institutions and foreign customers. Financial
institutions must take reasonable steps to conduct enhanced scrutiny of account relationships to guard against money
laundering and to report any suspicious transactions, and recent laws provide law enforcement authorities with
increased access to financial information maintained by banks. Anti-money laundering obligations have been
substantially strengthened as a result of the Uniting and Strengthening America by Providing Appropriate Tools
Required to Intercept and Obstruct Terrorism Act of 2001 (which we refer to as the “USA PATRIOT Act”), enacted in
2001 and renewed through 2019. Bank regulators routinely examine institutions for compliance with these obligations
and are required to consider compliance in connection with the regulatory review of applications. The regulatory
authorities have been active in imposing “cease and desist” orders and money penalty sanctions against institutions that
have not complied with these requirements.

USA PATRIOT Act. The USA PATRIOT Act became effective on October 26, 2001, amended, in part, the Bank
Secrecy Act and provides, in part, for the facilitation of information sharing among governmental entities and
financial institutions for the purpose of combating terrorism and money laundering by enhancing anti-money
laundering and financial transparency laws, as well as enhanced information collection tools and enforcement
mechanics for the U.S. government, including: (i) requiring standards for verifying customer identification at account
opening; (ii) rules to promote cooperation among financial institutions, regulators, and law enforcement entities in
identifying parties that may be involved in terrorism or money laundering; (iii) reports by nonfinancial trades and
businesses filed with the Treasury Department’s Financial Crimes Enforcement Network for transactions exceeding
$10,000; and (iv) filing suspicious activities reports by brokers and dealers if they believe a customer may be violating
U.S. laws and regulations and requires enhanced due diligence requirements for financial institutions that administer,
maintain, or manage private bank accounts or correspondent accounts for non-U.S. persons. Bank regulators routinely
examine institutions for compliance with these obligations and are required to consider compliance in connection with
the regulatory review of applications.

Under the USA PATRIOT Act, the Federal Bureau of Investigation (“FBI”) can send our banking regulatory agencies
lists of the names of persons suspected of involvement in terrorist activities. The Bank can be requested, to search its
records for any relationships or transactions with persons on those lists. If the Bank finds any relationships or
transactions, it must file a suspicious activity report and contact the FBI.

The Office of Foreign Assets Control (“OFAC”), which is a division of the U.S. Treasury, is responsible for helping to
insure that U.S. entities do not engage in transactions with “enemies” of the U.S., as defined by various Executive
Orders and Acts of Congress. OFAC has sent, and will send, our banking regulatory agencies lists of names of persons
and organizations suspected of aiding, harboring or engaging in terrorist acts. If the Bank finds a name on any
transaction, account or wire transfer that is on an OFAC list, it must freeze such account, file a suspicious activity
report and notify the FBI. The Bank has appointed an OFAC compliance officer to oversee the inspection of its
accounts and the filing of any notifications. The Bank actively checks high-risk OFAC areas such as new accounts,
wire transfers and customer files. The Bank performs these checks utilizing software, which is updated each time a
modification is made to the lists provided by OFAC and other agencies of Specially Designated Nationals and
Blocked Persons.

Privacy, Data Security and Credit Reporting. Financial institutions are required to disclose their policies for
collecting and protecting confidential information. Customers generally may prevent financial institutions from
sharing nonpublic personal financial information with nonaffiliated third parties except under narrow circumstances,
such as the processing of transactions requested by the consumer. Additionally, financial institutions generally may
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not disclose consumer account numbers to any nonaffiliated third party for use in telemarketing, direct mail marketing
or other marketing to consumers. It is the Bank’s policy not to disclose any personal information unless required by
law.

Recent cyber attacks against banks and other institutions that resulted in unauthorized access to confidential customer
information have prompted the Federal banking agencies to issue several warnings and extensive guidance on cyber
security. The agencies are likely to devote more resources to this part of their safety and soundness examination than
they have in the past.

In addition, pursuant to the Fair and Accurate Credit Transactions Act of 2003 (the “FACT Act”) and the implementing
regulations of the federal banking agencies and Federal Trade Commission, the Bank is required to have in place an
“identity theft red flags” program to detect, prevent and mitigate identity theft. The Bank has implemented an identity
theft red flags program designed to meet the requirements of the FACT Act and the joint final rules. Additionally, the
FACT Act amends the Fair Credit Reporting Act to generally prohibit a person from using information received from
an
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affiliate to make a solicitation for marketing purposes to a consumer, unless the consumer is given notice and a
reasonable opportunity and a reasonable and simple method to opt out of the making of such solicitations.

Federal Home Loan Bank System. The Bank is a member of the Federal Home Loan Bank ("FHLB") of Atlanta,
which is one of 12 regional FHLBs that administer home financing credit for depository institutions. Each FHLB
serves as a reserve or central bank for its members within its assigned region. It is funded primarily from proceeds
derived from the sale of consolidated obligations of the FHLB System. It makes loans or advances to members in
accordance with policies and procedures established by the Board of Directors of the FHLB, which are subject to the
oversight of the Federal Housing Financing Board. All advances from the FHLB, which are subject to the oversight of
the Federal Housing Finance Board. All advances from the FHLB are required to be fully secured by sufficient
collateral as determined by the FHLB.

Effect of Governmental Monetary Policies. Our earnings are affected by domestic economic conditions and the
monetary and fiscal policies of the U.S. government and its agencies. The Federal Reserve’s monetary policies have
had, and are likely to continue to have, an important impact on the operating results of commercial banks through its
power to implement national monetary policy in order, among other things, to curb inflation or combat a recession.
The monetary policies of the Federal Reserve have major effects upon the levels of bank loans, investments and
deposits through its open market operations in U.S. government securities and through its regulation of the discount
rate on borrowings of member banks and the reserve requirements against member bank deposits. It is not possible to
predict the nature or impact of future changes in monetary and fiscal policies. On December 16, 2015 and December
14, 2016, the Federal Open Market Committee raised the federal funds target rate by 25 basis points, the first
increases in several years. Further increases may occur in 2017, but, if so, there is no announced timetable.

Incentive Compensation. The Dodd-Frank Act requires the federal bank regulators and the SEC to establish joint
regulations or guidelines prohibiting incentive-based payment arrangements at specified regulated entities having at
least $1 billion in total assets that encourage inappropriate risks by providing an executive officer, employee, director
or principal stockholder with excessive compensation, fees, or benefits or that could lead to material financial loss to
the entity. In addition, these regulators must establish regulations or guidelines requiring enhanced disclosure to
regulators of incentive-based compensation arrangements. The agencies proposed such regulations in April 2011.
However, the 2011 proposal was replaced with a new proposal in May 2016, which makes explicit that the
involvement of risk management and control personnel includes not only compliance, risk management and internal
audit, but also legal, human resources, accounting, financial reporting and finance roles responsible for identifying,
measuring, monitoring or controlling risk-taking. A final rule had not been adopted as of December 31, 2016.

In June 2010, the Federal Reserve, the FDIC and the Office of the Comptroller of the Currency issued a
comprehensive final guidance on incentive compensation policies intended to ensure that the incentive compensation
policies of banking organizations do not undermine the safety and soundness of such organizations by encouraging
excessive risk-taking. The guidance, which covers all employees that have the ability to materially affect the risk
profile of an organization, either individually or as part of a group, is based upon the key principles that a banking
organization’s incentive compensation arrangements should (i) provide incentives that do not encourage risk-taking
beyond the organization’s ability to effectively identify and manage risks, (ii) be compatible with effective internal
controls and risk management, and (iii) be supported by strong corporate governance, including active and effective
oversight by the organization’s board of directors.
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The Federal Reserve will review, as part of the regular, risk-focused examination process, the incentive compensation
arrangements of banking organizations, such as the Company, that are not “large, complex banking organizations.”
These reviews will be tailored to each organization based on the scope and complexity of the organization’s activities
and the prevalence of incentive compensation arrangements. The findings of the supervisory initiatives will be
included in reports of examination. Deficiencies will be incorporated into the organization’s supervisory ratings, which
can affect the organization’s ability to make acquisitions and take other actions. Enforcement actions may be taken
against a banking organization if its incentive compensation arrangements, or related risk-management control or
governance processes, pose a risk to the organization’s safety and soundness and the organization is not taking prompt
and effective measures to correct the deficiencies.

The Dodd-Frank Act required the federal banking agencies, the SEC, and certain other federal agencies to jointly issue
a regulation on incentive compensation. The agencies proposed such a rule in 2011, which reflected the 2010
guidance. However, the 2011 proposal was replaced with a new proposal rule in May 2016, which makes explicit that
the involvement of risk management and control personnel includes not only compliance, risk management and
internal audit, but also legal, human resources, accounting, financial reporting and finance roles responsible for
identifying, measuring, monitoring or controlling risk-taking. A final rule had not been adopted as of December 31,
2016.

21

Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-K

41



Table of Contents 

Item 1A. Risk Factors.

The following risk factors and other information included in this Annual Report on Form 10-K should be carefully
considered. The risks and uncertainties described below are not the only ones we face. Additional risks and
uncertainties not presently known to us or that we currently deem immaterial also may adversely impact our business
operations. If any of the following risks occur, our business, financial condition, operating results, and cash flows
could be materially adversely affected.

Risks Related to our Business

Liquidity needs could adversely affect our financial condition and results of operations.

Dividends from the Bank provide the primary source of funds for the Company. The primary sources of funds of the
Bank are client deposits and loan repayments. While scheduled loan repayments are a relatively stable source of
funds, they are subject to the ability of borrowers to repay the loans. The ability of borrowers to repay loans can be
adversely affected by a number of factors, including changes in economic conditions, adverse trends or events
affecting business industry groups, reductions in real estate values or markets, business closings or lay-offs, inclement
weather, natural disasters and international instability.

Additionally, deposit levels may be affected by a number of factors, including rates paid by competitors, general
interest rate levels, regulatory capital requirements, returns available to clients on alternative investments and general
economic conditions. Accordingly, we may be required from time to time to rely on secondary sources of liquidity to
meet withdrawal demands or otherwise fund operations. Such sources include proceeds from FHLB advances, sales of
investment securities and loans, and federal funds lines of credit from correspondent banks, as well as out-of-market
time deposits. While we believe that these sources are currently adequate, there can be no assurance they will be
sufficient to meet future liquidity demands, particularly if we continue to grow and experience increasing loan
demand. We may be required to slow or discontinue loan growth, capital expenditures or other investments or
liquidate assets should such sources not be adequate.

The Company is a stand-alone entity with its own liquidity needs to service its debt or other obligations. Other than
dividends from the Bank, the Company does not have additional means of generating liquidity without obtaining
additional debt or equity funding. If we are unable to receive dividends from the Bank or obtain additional funding,
we may be unable to pay our debt or other obligations.

Our business may be adversely affected by conditions in the financial markets and economic conditions generally.

Our financial performance generally, and in particular the ability of borrowers to pay interest on and repay principal of
outstanding loans and the value of collateral securing those loans, as well as demand for loans and other products and
services we offer, is highly dependent upon the business environment in the primary markets where we operate and in
the U.S. as a whole. Unfavorable or uncertain economic and market conditions can be caused by declines in economic
growth, business activity or investor or business confidence; limitations on the availability or increases in the cost of
credit and capital; increases in inflation or interest rates; high unemployment, natural disasters; or a combination of
these or other factors. While economic conditions in our local markets have improved since the end of the economic
recession, economic growth has been slow and uneven, unemployment remains relatively high, and concerns still exist
over the federal deficit, government spending, and economic risks. A return of recessionary conditions and/or negative
developments in the domestic and international credit markets may significantly affect the markets in which we do
business, the value of our loans and investments, and our ongoing operations, costs and profitability. Declines in real
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estate value and sales volumes and high unemployment levels may result in higher than expected loan delinquencies
and a decline in demand for our products and services. These negative events may cause us to incur losses and may
adversely affect our capital, liquidity, and financial condition.

Furthermore, the Federal Reserve, in an attempt to help the overall economy, has among other things, kept interest
rates low through its targeted federal funds rate and the purchase of U.S. Treasury and mortgage-backed securities.
The Federal Reserve increased the target range for the federal funds rate by 25 basis points in December 2016 and
indicated the potential for further gradual increases in the target rate depending on the economic outlook. As the
federal funds rate increases, market interest rates will likely rise, which may negatively impact the housing markets
and the U.S. economic recovery.
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Our small- to medium-sized business target markets may have fewer financial resources to weather a downturn in
the economy.

We target the banking and financial services needs of small- and medium-sized businesses. These businesses
generally have fewer financial resources in terms of capital borrowing capacity than larger entities. If general
economic conditions negatively affect these businesses in the markets in which we operate, our business, financial
condition, and results of operations may be adversely affected.

Competition with other financial institutions may have an adverse effect on our ability to retain and grow our
client base, which could have a negative effect on our financial condition or results of operations.

The banking and financial services industry is very competitive and includes services offered from other banks,
savings and loan associations, credit unions, mortgage companies, other lenders, and institutions offering uninsured
investment alternatives. Legal and regulatory developments have made it easier for new and sometimes unregulated
competitors to compete with us. The financial services industry has and is experiencing an ongoing trend towards
consolidation in which fewer large national and regional banks and other financial institutions are replacing many
smaller and more local banks. These larger banks and other financial institutions hold a large accumulation of assets
and have significantly greater resources and a wider geographic presence or greater accessibility. In some instances,
these larger entities operate without the traditional brick and mortar facilities that restrict geographic presence. Some
competitors have more aggressive marketing campaigns and better brand recognition, and are able to offer more
services, more favorable pricing or greater customer convenience than the Bank. In addition, competition has
increased from new banks and other financial services providers that target our existing or potential clients. As
consolidation continues among large banks, we expect other smaller institutions to try to compete in the markets we
serve. This competition could reduce our net income by decreasing the number and size of the loans that we originate
and the interest rates we charge on these loans. Additionally, these competitors may offer higher interest rates, which
could decrease the deposits we attract or require us to increase rates to retain existing deposits or attract new deposits.
Increased deposit competition could adversely affect our ability to generate the funds necessary for lending operations
which could increase our cost of funds.

The financial services industry could become even more competitive as a result of legislative, regulatory and
technological changes and continued consolidation. Banks, securities firms and insurance companies can merge as
part of a financial holding company, which can offer virtually any type of financial service, including banking,
securities underwriting, insurance (both agency and underwriting) and merchant banking. Technological
developments have allowed competitors, including some non-depository institutions, to compete more effectively in
local markets and have expanded the range of financial products, services and capital available to our target clients. If
we are unable to implement, maintain and use such technologies effectively, we may not be able to offer products or
achieve cost-efficiencies necessary to compete in the industry. In addition, some of these competitors have fewer
regulatory constraints and lower cost structures.

We are dependent on key individuals and the loss of one or more of these key individuals could curtail our growth
and adversely affect our prospects.

R. Arthur Seaver, Jr., our chief executive officer, F. Justin Strickland, our president, and Michael D. Dowling, our
chief financial officer, each has extensive and long-standing ties within our primary market area and substantial
experience with our operations, and each has contributed significantly to our growth. If we lose the services of any of
these individuals, they would be difficult to replace and our business and development could be materially and
adversely affected.
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Our success also depends, in part, on our continued ability to attract and retain experienced loan originators, as well as
other management personnel, including our other executive vice presidents. Competition for personnel is intense, and
we may not be successful in attracting or retaining qualified personnel. Our failure to compete for these personnel, or
the loss of the services of several of such key personnel, could adversely affect our growth strategy and seriously harm
our business, results of operations, and financial condition.

The success of our growth strategy depends on our ability to identify and retain individuals with experience and
relationships in the markets in which we intend to expand.

To expand our franchise successfully, we must identify and retain experienced key management members with local
expertise and relationships in these markets. We expect that competition for qualified management in the markets in
which we may expand will be intense and that there will be a limited number of qualified persons with knowledge of
and experience in the community banking industry in these markets. Even if we identify individuals that we believe
could assist us in establishing a presence in a new market, we may be unable to recruit these individuals away from
more

23

Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-K

45



Table of Contents 

established financial institutions. In addition, the process of identifying and recruiting individuals with the
combination of skills and attributes required to carry out our strategy requires both management and financial
resources and is often lengthy. Our inability to identify, recruit, and retain talented personnel to manage new offices
effectively would limit our growth and could materially adversely affect our business, financial condition, and results
of operations.

We will face risks with respect to future expansion.

We may expand into new markets, as we did in Columbia, South Carolina in 2007, Charleston, South Carolina in
2012, and Raleigh, North Carolina in January 2017. We may also expand our lines of business or offer new products
or services as well as seek to acquire other financial institutions or parts of those institutions. These activities would
involve a number of risks, including:

·
the time and costs of evaluating new markets, hiring or retaining experienced local management, and opening new
offices and the time lags between these activities and the generation of sufficient assets and deposits to support the
costs of the expansion;

· the incurrence and possible impairment of goodwill associated with an acquisition and possible adverse effects on our
results of operations;

· the potential inaccuracy of the estimates and judgments used to evaluate credit, operations, management, and market
riskse no voting rights with respect to the control shares 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 acquiror, by officers or by trustees who are employees of
the trust are excluded from shares entitled to vote on the matter. Control shares are voting shares which, if aggregated
with all other shares owned by the acquiror or in respect of which the acquiror is able to exercise or direct the
exercise of voting power (except solely by virtue of a revocable proxy), would entitle the acquiror to exercise voting
power in electing trustees within one of the following ranges of voting power:

� one-tenth or more but less than one-third;

� one-third or more but less than a majority; or

� a majority or more of all voting power.
Control shares do not include shares the acquiring person is then entitled to vote as a result of having previously
obtained shareholder approval. A control share acquisition means the acquisition of control shares, subject to certain
exceptions.

A person who has made or proposes to make a control share acquisition may compel the board of trustees of the trust
to call a special meeting of shareholders to be held within 50 days of demand to consider the voting rights of the
shares. The right to compel the calling of a special meeting is subject to the satisfaction of certain conditions,
including an undertaking to pay the expenses of the meeting. If no request for a meeting is made, the trust may itself
present the question at any shareholders meeting.

If voting rights are not approved at the meeting or if the acquiring person does not deliver an acquiring person
statement as required by the statute, then the trust may redeem for fair value any or all of the control shares, except
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those for which voting rights have previously been approved. The right of the trust to redeem control shares is subject
to certain conditions and limitations. Fair value is determined, without regard to the absence of voting rights for the
control shares, as of the date of the last control share acquisition by the acquiror or of any meeting of shareholders at
which the voting rights of the shares are considered and not approved. If voting rights for control shares are approved
at a shareholders meeting and the acquiror becomes entitled to vote a majority of the shares entitled to vote, all other
shareholders may exercise appraisal rights. The fair value of the shares as determined for purposes of appraisal rights
may not be less than the highest price per share paid by the acquiror in the control share acquisition.

The control share acquisition statute does not apply (i) to shares acquired in a merger, consolidation or share
exchange if the trust is a party to the transaction or (ii) to acquisitions approved or exempted by the declaration of
trust or bylaws of the trust.

Our Bylaws contain a provision exempting from the control share acquisition statute any and all acquisitions by any
person of our shares. This provision of our Bylaws may not be repealed or amended, nor may another provision that
is inconsistent with this provision be adopted in either our Bylaws or our Declaration of Trust, except upon the
affirmative vote of a majority of all the votes cast by our shareholders at a meeting of shareholders duly called and at
which a quorum is present.

Merger; Amendment To The Declaration Of Trust

Under Maryland law, a Maryland REIT generally cannot amend its declaration of trust or merge with another entity,
unless approved by the affirmative vote of shareholders holding at least two-thirds of the shares entitled to vote on
the matter. However, a Maryland REIT may provide in its declaration of trust for approval of these matters by a
lesser percentage, but not less than a majority of all of the votes entitled to be cast on the matter. Our Declaration of
Trust does not provide for a lesser percentage of shareholder votes for approval of a merger in which we are not the
successor but does provide that most amendments to our Declaration of Trust may be approved by the affirmative
vote of a majority of all votes entitled to be cast by our shareholders on the matter. However,
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amendments to provisions of our Declaration of Trust relating to the following: (1) our merger into another entity,
(2) our consolidation with one or more other entities into a new entity, (3) the sale, lease, exchange or transfer of all
or substantially of our assets, or (4) the termination of our existence must be approved by the affirmative vote of at
least two-thirds of all votes entitled to be cast by our shareholders on the matter. Under Maryland law, the declaration
of trust of a Maryland real estate investment trust may permit the trustees, by a two-thirds vote, to amend the
declaration of trust from time to time to qualify as a REIT under the Code or a real estate investment trust under
Maryland law governing real estate investment trusts, without the affirmative vote or written consent of the
shareholders. Our Declaration of Trust permits such action by our board of trustees.

Transfer of Assets; Consolidation

Our Declaration of Trust provides that, subject to the provisions of any class or series of our shares outstanding, we
may merge into another entity, consolidate with another entity or entities into a new entity, or sell, lease, exchange or
transfer all or substantially all of our property, if such action is approved by our board of trustees and by the
affirmative vote of at least two-thirds of all of the votes entitled to be cast by our shareholders on the matter.

Termination Of The Trust

Subject to the provisions of any class or series of our shares at the time outstanding, our existence may be terminated
at any meeting of our shareholders by the affirmative vote of at least two-thirds of all of the votes entitled to be cast
by our shareholders on the matter.

Advance Notice Of Trustee Nominations And New Business

Our Bylaws provide that with respect to an annual meeting of shareholders, nominations of persons for election to the
board of trustees and the proposal of business to be considered by our shareholders may be made only (1) pursuant to
our notice of the meeting, (2) by or at the direction of our board of trustees or (3) by any shareholder who was a
shareholder of record both at the time of giving notice and at the time of the annual meeting, who is entitled to vote at
the meeting and who has complied with the advance notice procedures of our Bylaws. With respect to special
meetings of shareholders, only the business specified in our notice of the meeting may be brought before the special
meeting. Nominations of persons for election to the board of trustees at a special meeting may be made only
(1) pursuant to our notice of the meeting, (2) by or at the direction of our board of trustees, or (3) provided that the
board of trustees has determined that trustees shall be elected at such special meeting, by any shareholder who was a
shareholder of record both at the time of giving of notice and at the time of the special meeting, who is entitled to
vote at the meeting and who has complied with the advance notice provisions of our Bylaws.

Unsolicited Takeovers

Under certain provisions of Maryland law relating to unsolicited takeovers, a Maryland real estate investment trust
with a class of equity securities registered under the Securities Exchange Act of 1934, as amended, and at least three
independent trustees may elect to be subject to certain statutory provisions relating to unsolicited takeovers which,
among other things, would automatically classify our board of trustees into three classes with staggered terms of
three years each and vest in our board of trustees the exclusive right to determine the number of trustees and the
exclusive right by the affirmative vote of a majority of the remaining trustees, to fill vacancies on the board of
trustees, even if the remaining trustees do not constitute a quorum. These statutory provisions also provide that any
trustee elected to fill a vacancy shall hold office for the remainder of the full term of the class of trustees in which the
vacancy occurred, rather than the next annual meeting of trustees as would otherwise be the case, and until his
successor is elected and qualified. Finally, these statutory provisions provide that a special meeting of shareholders
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need be called only upon the written request of shareholders entitled to cast at least a majority of the votes entitled to
be cast at the special meeting.

An election to be subject to any or all of the foregoing statutory provisions may be made in our Declaration of Trust
or Bylaws, or by resolution of our board of trustees. Any such statutory provision to which we elect to be subject will
apply even if other provisions of Maryland law or our Declaration of Trust or Bylaws provide to the contrary.
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Through provisions in our Declaration of Trust and Bylaws unrelated to the foregoing statutory provisions, a
two-thirds vote is required to remove any trustee from our board of trustees and, unless called by our chairman of the
board, our president or one-third of our trustees, the written request of the holders of shares entitled to cast not less
than a majority of all the votes entitled to be cast at such meeting is required to call a special meeting of shareholders.
If we made an election to be subject to the statutory provisions described above and our board of trustees were
divided into three classes with staggered terms of office of three years each, the classification and staggered terms of
office of our trustees would make it more difficult for a third party to gain control of our board of trustees since at
least two annual meetings of shareholders, instead of one, generally would be required to effect a change in the
majority of our board of trustees. Moreover, if we made an election to be subject to the statutory provisions described
above, our board of trustees would have the exclusive right to determine the number of trustees and the exclusive
right to fill vacancies on the board of trustees, and any trustee elected to fill a vacancy would hold office for the
remainder of the full term of the class of trustees in which the vacancy occurred.

We have not elected to become subject to the foregoing statutory provisions relating to unsolicited takeovers.
However, we could, by resolutions adopted by our board of trustees and without shareholder approval, elect to
become subject to any or all of these statutory provisions.

Anti-Takeover Effect Of Certain Provisions Of Maryland Law, The Declaration Of Trust, And Bylaws

The business combination provisions of Maryland law, if we decide in the future to rescind our election to be exempt
therefrom and, if the applicable provision in our Bylaws is rescinded, the control share acquisition provisions of
Maryland law, the unsolicited takeover provisions of Maryland law if we elect to become subject thereto, the
provisions of our Declaration of Trust on the removal of trustees and the advance notice provisions of our Bylaws,
and certain other provisions of our Declaration of Trust and Bylaws, could delay, defer or prevent a transaction or a
change in control that might involve a premium price for holders of our common shares or otherwise be in their best
interest.

CERTAIN U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following is a summary of the material U.S. federal income tax consequences and considerations relating to the
acquisition, holding, and disposition of our securities. For purposes of this discussion under the heading �Certain U.S.
Federal Income Tax Considerations,� �we,� �our,� �us,� and the �Company� refer to Ramco-Gershenson Properties Trust, but
excluding all its subsidiaries and affiliated entities, and the �Operating Partnership� refers to Ramco-Gershenson
Properties, L.P. This summary is based upon the Code, the regulations promulgated by the U.S. Treasury Department
(which are referred to in this section as �Treasury Regulations�), rulings and other administrative pronouncements
issued by the Internal Revenue Service (�IRS�), and judicial decisions, all as currently in effect, and all of which are
subject to differing interpretations or to change, possibly with retroactive effect. No assurance can be given that the
IRS would not assert, or that a court would not sustain, a position contrary to any description of the tax consequences
summarized below. No advance ruling has been or will be sought from the IRS regarding any matter discussed in this
prospectus. This summary is also based upon the assumption that our operation and the operation of each of our
subsidiaries and affiliated entities will be in accordance with any applicable organizational documents or partnership
or limited liability company operating agreement. This summary is for general information only, and does not purport
to discuss all aspects of U.S. federal income taxation that may be important to a particular investor in light of its
investment or tax circumstances, or to investors subject to special tax rules, such as:

� financial institutions;
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� insurance companies;

� broker-dealers;

� regulated investment companies and REITs;

� holders who receive securities through the exercise of employee stock options or otherwise as
compensation;

� persons holding securities as part of a �straddle,� �hedge,� �conversion transaction,� �synthetic security� or other
integrated investment;

� persons holding our securities through a partnership or similar pass-through entity;

� except to the extent discussed below, tax-exempt organizations; and

� except to the extent discussed below, foreign investors.
In addition, certain U.S. expatriates, including certain individuals who have lost U.S. citizenship and �long-term
residents� (within the meaning of Section 877(e)(2) of the Code) who have ceased to be lawful permanent residents of
the United States, are subject to special rules.
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If a partnership, including for this purpose any entity treated as a partnership for U.S. federal income tax purposes,
holds stock issued by us, the tax treatment of a partner will generally depend upon the status of the partner and the
activities of the partnership.

This summary assumes that investors will hold their securities as capital assets, which generally means assets held for
investment.

The U.S. federal income tax treatment of holders of securities depends in some instances on determinations of
fact and interpretations of complex provisions of U.S. federal income tax law for which no clear precedent or
authority may be available. In addition, the tax consequences of holding securities to any particular holder will
depend on the holder�s particular tax circumstances. You are urged to consult your own tax advisor regarding
the federal, state, local, and foreign income and other tax consequences to you (in light of your particular
investment or tax circumstances) of acquiring, holding, exchanging, or otherwise disposing of securities.

Taxation of the Company

We have elected to be a REIT for U.S. federal income tax purposes under Sections 856 through 860 of the Code and
applicable provisions of the Treasury Regulations, which set forth the requirements for qualifying as a REIT. Our
policy has been and is to operate in such a manner as to qualify as a REIT for U.S. federal income tax purposes. If we
so qualify, then we will generally not be subject to U.S. federal income tax on income we distribute to our
shareholders. For any year in which we do not meet the requirements for qualification as a REIT, we will be taxed as
a corporation. See �� Failure to Qualify� below.

We have received an opinion from Honigman Miller Schwartz and Cohn LLP, our tax counsel, to the effect that since
the commencement of our taxable year that began January 1, 2015 and ended December 31, 2015, we have been
organized and operated in conformity with the requirements for qualification as a REIT under the Code, and that our
proposed method of operation will enable us to continue to meet the requirements for qualification and taxation as a
REIT. A copy of this opinion is filed as an exhibit to the registration statement of which this prospectus is a part. It
must be emphasized that the opinion of Honigman Miller Schwartz and Cohn LLP is based on various assumptions
relating to our organization and operation, and is conditioned upon representations and covenants made by our
management regarding our assets and the past, present, and future conduct of our business operations. While we
intend to operate so that we will qualify as a REIT, given the highly complex nature of the rules governing REITs,
the ongoing importance of factual determinations, and the possibility of future changes in our circumstances, no
assurance can be given by Honigman Miller Schwartz and Cohn LLP or by us that we will so qualify for any
particular year. The opinion was expressed as of the date issued and will not cover subsequent periods. Honigman
Miller Schwartz and Cohn LLP will have no obligation to advise us or the holders of our securities of any subsequent
change in the matters stated, represented or assumed, or of any subsequent change in the applicable law. You should
be aware that opinions of counsel are not binding on the IRS or any court, and no assurance can be given that the IRS
will not challenge, or a court will not rule contrary to, the conclusions set forth in such opinions.

Our qualification and taxation as a REIT depend upon our ability to meet on a continuing basis, through actual
operating results, distribution levels, ownership of assets and diversity of stock ownership, various qualification
requirements imposed upon REITs by the Code, our compliance with which has not been, and will not be, reviewed
by Honigman Miller Schwartz and Cohn LLP. In addition, our ability to qualify as a REIT depends in part upon the
operating results, organizational structure and entity classification for U.S. federal income tax purposes of certain of
our affiliated entities, which may not have been reviewed by Honigman Miller Schwartz and Cohn LLP.
Accordingly, no assurance can be given that the actual results of our operations for any taxable year satisfy such
requirements for qualification and taxation as a REIT.
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Taxation of REITs in General

As indicated above, our qualification and taxation as a REIT depend upon our ability to meet, on a continuing basis,
various qualification requirements imposed upon REITs by the Code. The material qualification requirements are
summarized below under �� Requirements for Qualification � General�. While we intend to operate so that we qualify as
a REIT, no assurance can be given that the IRS will not challenge our REIT status, or that we will be able to operate
in accordance with the REIT requirements in the future.

As a REIT, we will generally be entitled to a deduction for dividends that we pay and therefore will not be subject to
federal corporate income tax on our net income that is currently distributed to our shareholders. This treatment
substantially eliminates the �double taxation� at the corporate and shareholder levels that results from investment in a
corporation or an entity treated as a corporation for U.S. federal income tax purposes. Rather, income generated by a
REIT generally is taxed only at the shareholder level upon a distribution of dividends by the REIT. Net operating
losses, foreign tax credits and other tax attributes of a REIT do not pass through to the shareholders of the REIT,
subject to special rules for certain items such as capital gains recognized by REITs. See �U.S. Federal Income
Taxation of Shareholders� below.
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As a REIT, we will nonetheless be subject to federal tax in the following circumstances:

� We will be taxed at regular corporate rates on any undistributed income, including undistributed net capital
gains.

� We may be subject to the �alternative minimum tax� on our items of tax preference, and, in computing
�alternative minimum taxable income� subject to such tax, deductions for net operating losses carried from
any other year(s) would be limited.

� If we have net income from �prohibited transactions� (which are, in general, sales or other dispositions of
property, other than foreclosure property, held primarily for sale to customers in the ordinary course of
business) such income will be subject to a 100% excise tax. See �� Prohibited Transactions� and �� Foreclosure
Property� below.

� If we elect to treat property that we acquire in connection with a foreclosure of a mortgage loan or certain
leasehold terminations as �foreclosure property,� we may thereby avoid the 100% excise tax on gain from a
resale of that property (if the sale would otherwise constitute a prohibited transaction), but the income from
the sale or operation of the property may be subject to corporate income tax at the highest applicable rate
(currently 35%).

� We will be subject to a 100% penalty tax on any redetermined rents, redetermined deductions, or excess
interest. In general, redetermined rents are rents from real property that are overstated as a result of services
furnished by a �taxable REIT subsidiary� (described below) of ours to any of our tenants. Redetermined
deductions and excess interest represent amounts that are deducted by a �taxable REIT subsidiary� (described
below) of ours for amounts paid to us that are in excess of the amounts that would have been charged based
on arm�s-length negotiations. See �� Redetermined Rents, Redetermined Deductions, and Excess Interest and
Redetermined TRS Service Income� below.

� If we should fail to satisfy the 75% gross income test or the 95% gross income test discussed below, due to
reasonable cause and not due to willful neglect and we maintain our qualification as a REIT as a result of
specified cure provisions, we will be subject to a 100% tax on an amount equal to (1) the amount by which
we fail the 75% gross income test or the amount by which we fail the 95% gross income test (whichever is
greater), multiplied by (2) a fraction intended to reflect our profitability.

� If we fail to satisfy any of the REIT asset tests (other than a de minimis failure of the 5% and 10% asset
tests) described below, due to reasonable cause and not due to willful neglect and we maintain our REIT
qualification as a result of specified cure provisions, we will be required to pay a tax equal to the greater of
$50,000 or the highest corporate tax rate multiplied by the net income generated by the nonqualifying assets
that caused us to fail such test.
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� If we fail to satisfy any requirement of the Code for qualifying as a REIT, other than a failure to satisfy the
REIT gross income tests or asset tests, and the failure is due to reasonable cause and not due to willful
neglect, we may retain our REIT qualification but we will be required to pay a penalty of $50,000 for each
such failure.

� If we should fail to distribute during each calendar year at least the sum of (1) 85% of our �REIT ordinary
income� (i.e., �REIT taxable income� excluding capital gain and without regard to the dividends paid
deduction) for such year, (2) 95% of our REIT capital gain net income for such year, and (3) any
undistributed taxable income from prior periods, we would be subject to a 4% excise tax on the excess of
such sum over the aggregate of amounts actually distributed and retained amounts on which income tax is
paid at the corporate level.

� We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to
meet certain record keeping requirements intended to monitor our compliance with rules relating to the
composition of a REIT�s shareholders, as described below in �� Requirements for Qualification � General�.

� If we acquire any asset from a subchapter C corporation in a transaction in which gain or loss is not
recognized, and we subsequently recognize gain on the disposition of any such asset during the five-year
period (to which we refer in this section as the �Recognition Period�) beginning on the date on which we
acquire the asset, then the excess of (1) the fair market value of the asset as of the beginning of the
Recognition Period, over (2) our adjusted basis in such asset as of the beginning of such Recognition Period
(to which we refer in this section as �Built-in Gain�) will generally be (with certain adjustments) subject to tax
at the highest corporate income tax rate. Similar rules would apply if within the five-year period beginning
on the first day of a taxable year for which we re-qualify as a REIT after being subject to tax as a
corporation under subchapter C of the Code for more than two years we were to dispose of any assets that
we held on such first day.

� Certain of our subsidiaries are corporations and their earnings are subject to corporate income tax.
In addition, we and our subsidiaries may be subject to a variety of taxes, including payroll taxes, and state and local
income, property and other taxes on our assets and operations. We could also be subject to tax in situations and on
transactions not currently contemplated.
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Requirements for Qualification � General

The Code defines a REIT as a corporation, trust or association:

(1) that is managed by one or more trustees or directors;

(2) the beneficial ownership of which is evidenced by transferable shares or by transferable certificates of
beneficial interest;

(3) that would be taxable as a domestic corporation but for the special Code provisions applicable to REITs;

(4) that is neither a financial institution nor an insurance company subject to certain provisions of the Code;

(5) the beneficial ownership of which is held by 100 or more persons;

(6) not more than 50% in value of the outstanding stock of which is owned, directly or indirectly through the
application of certain attribution rules, by five or fewer individuals (as defined in the Code to include
certain tax-exempt entities) during the last half of each taxable year; and

(7) that meets other tests described below, including tests with respect to the nature of its income and assets and
the amount of its distributions.

The Code provides that conditions (1) through (4) must be met during the entire taxable year and that condition
(5) must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a taxable
year of less than 12 months. We believe that we have been organized and operated in a manner that has allowed us to
satisfy the requirements set forth in (1) through (7) above. In addition, our Declaration of Trust currently includes
certain restrictions regarding transfer of our shares of beneficial interest that are intended (among other things) to
assist us in continuing to satisfy the share ownership requirements described in (5) and (6) above.

To monitor compliance with the share ownership requirements, we are required to maintain records regarding the
actual ownership of our shares. To do so, we must demand written statements each year from the record holders of
significant percentages of our shares in which the record holders are to disclose the actual owners of such shares (that
is, the persons required to include in gross income the dividends we paid). A list of those persons failing or refusing
to comply with this demand must be maintained as part of our records. Our failure to comply with these
record-keeping requirements could subject us to monetary penalties. A shareholder that fails or refuses to comply
with the demand is required by Treasury Regulations to submit a statement with its tax return disclosing the actual
ownership of the shares and other information.

In addition, a trust may not elect to become a REIT unless its taxable year is the calendar year. We satisfy this
requirement.
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Effect of Subsidiary Entities

Ownership of Partnership Interests. In the case of a REIT that is a partner in a partnership (treating, as a partner of a
partnership for this purpose, a member of a limited liability company that is classified as a partnership for U.S.
federal income tax purposes), Treasury Regulations provide that the REIT will be deemed to own its proportionate
share of the assets of the partnership, and the REIT will be deemed to be entitled to the income of the partnership
attributable to such share. The character of the assets and gross income of the partnership (determined at the level of
the partnership) are the same in the hands of the REIT for purposes of Section 856 of the Code, including satisfying
the gross income and asset tests described below. Accordingly, our proportionate share of the assets, liabilities, and
items of income of the Operating Partnership and our other subsidiary partnerships (provided that the subsidiary
partnerships are not taxable as corporations for U.S. federal income tax purposes) is treated as our assets, liabilities
and items of income for purposes of applying the requirements described in this summary (including the gross
income and asset tests described below). One exception to the rule described above is that, for purposes of the
prohibition against holding securities having a value greater than 10% of the total value of the outstanding securities
of any one issuer discussed under �� Asset Tests� below, a REIT�s proportionate share of any securities held by a
partnership is not based solely on its capital interest in the partnership but also includes its interest (as a creditor) in
certain debt securities of the partnership (excluding �straight debt� and certain other securities described under �� Asset
Tests� below). A summary of certain rules governing the U.S. federal income taxation of partnerships and their
partners is provided below in �Tax Aspects of Investment in the Operating Partnership.�

        Additionally, the recently enacted Bipartisan Budget Act of 2015 changes the rules applicable to U.S. federal
income tax audits of partnerships. Under the new rules (which are generally effective for taxable years beginning
after December 31, 2017), among other changes and subject to certain exceptions, any audit adjustment to items of
income, gain, loss, deduction, or credit of a partnership (and any partner�s distributive share thereof) is determined,
and taxes, interest, or penalties attributable thereto are assessed and collected, at the partnership level. Although it is
uncertain how these new rules will be implemented, it is possible that they could result in the Operating Partnership
and our other subsidiary partnerships being required to pay taxes, interest and penalties as a result of an audit
adjustment, and we, as a direct or indirect partner of these partnerships, could be required to bear the economic
burden of those taxes, interest, and penalties even though we, as a REIT, may not otherwise have been required to
pay corporate-level taxes as a result of the related audit adjustment. The changes created by these new rules are
sweeping and in many respects dependent on the promulgation of future regulations or other guidance by the U.S.
Treasury Department. Prospective shareholders are urged to consult their tax advisors with respect to these changes
and their potential impact on their investment in our shares.
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Disregarded Subsidiaries. If a REIT owns a corporate subsidiary that is a �qualified REIT subsidiary,� that subsidiary
is disregarded for U.S. federal income tax purposes, and all assets, liabilities and items of income, deduction and
credit of the subsidiary are treated as assets, liabilities and items of income, deduction and credit of the REIT itself,
including for purposes of applying the gross income and asset tests applicable to REITs summarized below. A
qualified REIT subsidiary is any corporation, other than a �taxable REIT subsidiary� (described below), that is
wholly-owned by a REIT, or by other disregarded subsidiaries, or by a combination of the two. Other entities we
wholly own, including single member limited liability companies, are also generally disregarded as separate entities
for U.S. federal income tax purposes, including for purposes of applying the REIT income and asset tests described
below. Disregarded subsidiaries, along with our subsidiary partnerships, are sometimes referred to as �pass-through
subsidiaries.� In the event that any of our disregarded subsidiaries ceases to be wholly-owned by us (for example, if
any equity interest in the subsidiary is acquired by a person other than us or one of our other disregarded
subsidiaries), the subsidiary�s separate existence would no longer be disregarded for U.S. federal income tax purposes.
Instead, it would have multiple owners and would be treated as either a partnership or a taxable corporation. Such an
event could, depending on the circumstances, adversely affect our ability to satisfy the various asset and gross income
requirements applicable to REITs, including the requirement that REITs generally may not own, directly or
indirectly, more than 10% (as measured by either voting power or value) of the securities of any one issuer. See ��
Income Tests� and �� Asset Tests� below.

Taxable Subsidiaries. A REIT may jointly elect with a subsidiary corporation, whether or not wholly-owned, to treat
the subsidiary corporation as a �taxable REIT subsidiary� of the REIT. (A taxable REIT subsidiary is referred to in this
section as a �TRS.�) In addition, a corporation (other than a REIT or qualified REIT subsidiary) is treated as a TRS if a
TRS of a REIT owns directly or indirectly securities possessing more than 35% of the total voting power, or having
more than 35% of the total value, of the outstanding securities of the corporation. We have made a joint election with
Ramco-Gershenson, Inc., to treat Ramco-Gershenson, Inc. as a TRS. Moreover, we have interests in several other
corporations treated as TRSs. The separate existence of a TRS (such as Ramco-Gershenson, Inc.) or other taxable
corporation, unlike a disregarded subsidiary as discussed above, is not ignored for U.S. federal income tax purposes.
Accordingly, Ramco-Gershenson, Inc. and our other TRSs are subject to corporate income tax on their earnings, and
this may reduce the aggregate cash flow that we and our subsidiaries generate and thus our ability to make
distributions to our shareholders.

A parent REIT is not treated as holding the assets of a taxable subsidiary corporation or as receiving any
undistributed income that the subsidiary earns. Rather, the stock issued by the subsidiary is an asset in the hands of
the parent REIT, and the REIT recognizes, as income, any dividends that it receives from the subsidiary. This
treatment can affect the income and asset test calculations that apply to the REIT. Because a parent REIT does not
include the assets and undistributed income of taxable subsidiary corporations in determining the parent�s compliance
with the REIT requirements, these entities may be used by the parent REIT indirectly to undertake activities that the
applicable rules might otherwise preclude the parent REIT from doing directly or through pass-through subsidiaries
(for example, activities that give rise to certain categories of income, such as management fees, that do not qualify
under the 75% and 95% gross income tests described below).

In addition, certain sections of the Code that are intended to ensure that transactions between a parent REIT and its
TRS occur at arm�s length and on commercially reasonably terms may prevent a TRS from deducting interest on debt
funded directly or indirectly by its parent REIT if certain tests regarding the TRS�s debt to equity ratio and interest
expense are not satisfied.

Income Tests
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In order to maintain qualification as a REIT, we must annually satisfy two gross income requirements. First, at least
75% of our gross income for each taxable year, excluding gross income from sales of inventory or dealer property in
�prohibited transactions,� must derive from (1) investments in real property or mortgages on real property, including
�rents from real property,� dividends received from other REITs, interest income derived from mortgage loans secured
by real property (including certain types of mortgage-backed securities), and gains from the sale of real estate assets,
or (2) certain kinds of temporary investment of new capital. Although a debt instrument issued by a �publicly offered
REIT� (i.e., a REIT that is required to file annual and periodic reports with the SEC under the Exchange Act) is treated
as a �real estate asset� for purposes of the asset tests described below for taxable years beginning after December 31,
2015, neither interest on, nor gain from the sale of such debt instruments is not treated as qualifying income for the
75% gross income test unless the debt instrument is secured by real property or an interest in real property.

Second, at least 95% of our gross income in each taxable year, excluding gross income from prohibited transactions,
must derive from some combination of such income from investments in real property and temporary investment of
new capital (that is, income that qualifies under the 75% income test described above), as well as other dividends,
interest, and gain from the sale or disposition of stock or securities, which need not have any relation to real property.
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From time to time, we enter into transactions, such as interest rate swaps, that hedge our risk with respect to one or
more of our assets or liabilities. Any income we derive from �hedging transactions� entered into prior to July 31, 2008,
will be nonqualifying income for purposes of the 75% gross income test. Income from �hedging transactions� that are
clearly identified in the manner specified by the Code will not constitute gross income, and will not be counted, for
purposes of the 75% gross income test if entered into on or after July 31, 2008, and will not constitute gross income,
and will not be counted, for purposes of the 95% gross income test if entered into on or after January 1, 2005. A
�hedging transaction� means (i) any transaction entered into in the normal course of a trade or business primarily to
manage risk of interest rate or price changes or currency fluctuations with respect to borrowings made or to be made
to acquire or carry real estate assets, (ii) any transaction entered into primarily to manage the risk of currency
fluctuations with respect to any item of income or gain (or any property which generates income or gain) that would
be qualifying income under the 75% or 95% gross income test or (iii) any transaction entered into after December 31,
2015 to �offset� transactions described in (i) or (ii) if a portion of the hedged indebtedness is extinguished or the related
property disposed of. We are required to clearly identify any such hedging transaction before the close of the day on
which it was acquired, originated, or entered into and to satisfy other identification requirements. We intend to
structure our hedging activities in a manner that does not jeopardize our status as a REIT.

For purposes of satisfying the 75% and 95% gross income tests, �rents from real property� generally include rents from
interests in real property, charges for services customarily furnished or rendered in connection with the rental of real
property (whether or not such charges are separately stated), and rent attributable to personal property that is leased
under, or in connection with, a lease of real property. However, the inclusion of these items as rents from real
property is subject to the conditions described immediately below.

� Any amount received or accrued, directly or indirectly, with respect to any real or personal property cannot
be based in whole or in part on the income or profits of any person from such property. However, an
amount received or accrued generally will not be excluded from rents from real property solely by reason of
being based on a fixed percentage or percentages of receipts or sales. In addition, amounts received or
accrued based on income or profits do not include amounts received from a tenant based on the tenant�s
income from the property if the tenant derives substantially all of its income with respect to such property
from leasing or subleasing substantially all of such property, provided that the tenant receives from
subtenants only amounts that would be treated as rents from real property if received directly by the REIT.

� Amounts received from a tenant generally will not qualify as rents from real property in satisfying the gross
income tests if the REIT directly, indirectly, or constructively owns, (1) in the case of a tenant that is a
corporation, 10% or more of the total combined voting power of all classes of stock entitled to vote or 10%
or more of the total value of shares of all classes of stock of such tenant, or (2) in the case of a tenant that is
not a corporation, an interest of 10% or more in the assets or net profits of such tenant. (Such a tenant is
referred to in this section as a �Related Party Tenant.�) Rents that we receive from a Related Party Tenant that
is also a TRS of ours, however, will not be excluded from the definition of �rents from real property� if at
least 90% of the space at the property to which the rents relate is leased to third parties, and the rents paid
by the TRS are substantially comparable to rents paid by our other tenants for comparable space. Whether
rents paid by our TRS are substantially comparable to rents paid by our other tenants is determined at the
time the lease with the TRS is entered into, extended, and modified, if such modification increases the rents
due under such lease. Notwithstanding the foregoing, however, if a lease with a �controlled� TRS is modified
and such modification results in an increase in the rents payable by such TRS, any such increase will not
qualify as rents from real property. For purposes of this rule, a �controlled� TRS is a TRS in which we own
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stock possessing more than 50% of the voting power or more than 50% of the total value.

� If rent attributable to personal property leased in connection with a lease of real property is greater than
15% of the total rent received under the lease, then the portion of rent attributable to such personal property
will not qualify as rents from real property. The determination of whether more than 15% of the rents
received by a REIT from a property is attributable to personal property is based upon a comparison of the
fair market value of the personal property leased by the tenant to the fair market value of all the property
leased by the tenant.

� Rents from real property do not include any amount received or accrued directly or indirectly by a REIT for
services furnished or rendered to tenants of a property or for managing or operating a property, unless the
services furnished or rendered, or management or operations provided, are of a type that a tax-exempt
organization can provide to its tenants without causing its rental income to be unrelated business taxable
income under the Code (that is, unless they are of a type �usually or customarily rendered in connection with
the rental of space for occupancy only� or are not considered �primarily for the tenant�s convenience�).
Services, management, or operations which, if provided by a tax-exempt organization, would give rise to
unrelated business taxable income (referred to in this section as �Impermissible Tenant Services�) will not be
treated as provided by the REIT if provided by either an �independent contractor� (as defined in the Code)
who is adequately compensated and from whom the REIT does not derive any income, or by a TRS. If an
amount received or accrued by a REIT for providing Impermissible Tenant Services to tenants of a property
exceeds 1% of all amounts received or accrued by the REIT with respect to such property in any year, none
of such amounts will constitute rents from real property. For purposes of this test, the income received from
Impermissible Tenant Services is deemed to be at least 150% of the direct cost of providing the services. If
the 1% threshold is not exceeded, only the amounts received for providing Impermissible Tenant Services
will not constitute rents from real property.
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Substantially all of our income derives from the Operating Partnership. The Operating Partnership�s income derives
largely from rent attributable to real properties (which properties are referred to in this section as the �Properties�). The
Operating Partnership also derives income from Ramco-Gershenson, Inc. (and, to a lesser extent, our other TRSs)
insofar as they pay dividends on shares owned by the Operating Partnership. The Operating Partnership does not, and
is not expected to, charge rent that is based in whole or in part on the income or profits of any person (but does
charge rent based on a fixed percentage or percentages of receipts or sales). The Operating Partnership does not, and
is not anticipated to, derive rent attributable to personal property leased in connection with real property that exceeds
15% of the total rent.

In addition, we do not believe that we derive (through the Operating Partnership) rent from a Related Party Tenant.
However, the determination of whether we own 10% or more (as measured by either voting power or value) of any
tenant is made after the application of complex attribution rules under which we will be treated as owning interests in
tenants that are owned by our �Ten Percent Shareholders.� In identifying our Ten Percent Shareholders, each individual
or entity will be treated as owning shares held by related individuals and entities. Accordingly, we cannot be
absolutely certain whether all Related Party Tenants have been or will be identified. Although rent derived from a
Related Party Tenant will not qualify as rents from real property and, therefore, will not be qualifying income under
the 75% or 95% gross income test, we believe that the aggregate amount of any such rental income (together with
any other nonqualifying income) in any taxable year will not cause us to exceed the limits on nonqualifying income
under such gross income tests.

The Operating Partnership provides certain services with respect to the Properties (and expects to provide such
services with respect to any newly acquired properties) through Ramco-Gershenson, Inc. Because
Ramco-Gershenson, Inc. is a TRS, the provision of such services will not cause the amounts received by us (through
our ownership interest in the Operating Partnership) with respect to the Properties to fail to qualify as rents from real
property for purposes of the 75% and 95% gross income tests.

We may (through one or more pass-through subsidiaries) indirectly receive distributions from TRSs or other
corporations that are neither REITs nor qualified REIT subsidiaries. These distributions will be classified as dividend
income to the extent of the earnings and profits of the distributing corporation. Such distributions will generally
constitute qualifying income for purposes of the 95% gross income test, but not for purposes of the 75% gross
income test.

In sum, our investment in real properties through the Operating Partnership and the provision of services with respect
to those properties through Ramco-Gershenson, Inc., gives and will give rise mostly to rental income qualifying
under the 75% and 95% gross income tests. Gains on sales of such properties, or of our interest in such properties or
in the Operating Partnership, will generally qualify under the 75% and 95% gross income tests. We anticipate that
income on our other investments will not result in our failing the 75% or 95% gross income test for any year.

If we fail to satisfy one or both of the 75% and 95% gross income tests for any taxable year, we may nevertheless
qualify as a REIT for such year if we are entitled to relief under certain provisions of the Code. Commencing with
our taxable year beginning January 1, 2005, we may avail ourselves of the relief provisions if: (1) following our
identification of the failure to meet the 75% or 95% gross income test for any taxable year, we file a schedule with
the IRS setting forth each item of our gross income for purposes of the 75% or 95% gross income test for such
taxable year in accordance with Treasury Regulations to be issued; and (2) our failure to meet the test was due to
reasonable cause and not due to willful neglect. It is not possible, however, to state whether in all circumstances we
would be entitled to the benefit of these relief provisions. As discussed above in �� Taxation of REITs in General,� even
if these relief provisions apply, a tax would be imposed with respect to the excess nonqualifying gross income.
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Asset Tests

At the close of each calendar quarter of our taxable year, we must also satisfy the following four tests relating to the
nature of our assets. For purposes of each of these tests, our assets are deemed to include the assets of any
disregarded subsidiary and our share of the assets of any subsidiary partnership, such as the Operating Partnership.

� At least 75% of the value of our total assets must be represented by some combination of �real estate assets,�
cash, cash items, U.S. government securities, and, under some circumstances, stock or debt instruments
purchased with new capital. For this purpose, �real estate assets� include interests in real property, such as
land, buildings, leasehold interests in real property, stock of corporations that qualify as REITs, some kinds
of mortgage-backed securities and mortgage loans, and with respect to taxable years beginning after
December 31, 2015, debt instruments issued by publicly offered REITs and personal property to the extent
such personal property is leased in connection with real property and rents attributable to such personal
property are treated as �rents from real property.�
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� The aggregate value of all securities of TRSs we hold may not exceed 25% of the value of our total assets
(20% for taxable years beginning after December 31, 2017).

� The aggregate value of all debt instruments we hold of publicly offered REITs, to the extent such debt
instruments are not secured by real property or interests in real property (and, therefore, would not qualify
as �real estate assets� but for having been issued by publicly offered REITs), may not exceed more than 25%
of the value of our total assets for taxable years beginning after December 31, 2015.

� The value of any one issuer�s securities owned by us may not exceed 5% of the value of our assets. This
asset test does not apply to securities of TRSs or to any security that qualifies as a �real estate asset.�

� We may not own more than 10% of any one issuer�s outstanding securities, as measured by either voting
power or value. This asset test does not apply to securities of TRSs or to any security that qualifies as a �real
estate asset.� In addition, solely for purposes of the 10% value test, certain types of securities, including
certain �straight debt� securities, are disregarded.

No securities issued by a corporation or partnership will qualify as �straight debt� if we own (or a TRS in which we
own a greater than 50% interest, as measured by vote or value owns) other securities of such issuer that represent
more than 1% of the total value of all securities of such issuer.

Debt instruments issued by a partnership that do not qualify as �straight debt� are (1) not subject to the 10% value test
to the extent of our interest as a partner in that partnership and (2) completely excluded from the 10% value test if at
least 75% of the partnership�s gross income (excluding income from �prohibited transactions�) consists of income
qualifying under the 75% gross income test. In addition, the 10% value test does not apply to (1) any loan made to an
individual or an estate, (2) certain rental agreements in which one or more payments are to be made in subsequent
years (other than agreements between us and certain persons related to us), (3) any obligation to pay rents from real
property, (4) securities issued by governmental entities that are not dependent in whole or in part on the profits of (or
payments made by) a non-governmental entity, and (5) any security issued by another REIT.

Commencing with our taxable year which began January 1, 2005, we are deemed to own, for purposes of the 10%
value test, the securities held by a partnership based on our proportionate interest in any securities issued by the
partnership (excluding �straight debt� and the securities described in the last sentence of the preceding paragraph).
Thus, our proportionate share is not based solely on our capital interest in the partnership but also includes our
interest in certain debt securities issued by the partnership.

In general, if a loan is secured by real property and other property and the highest principal amount of the loan
outstanding during a taxable year exceeds the fair market value of the real property securing the loan as of: (1) the
date we agreed to acquire or originate the loan; or (2) in the event of a significant modification, the date we modified
the loan, then a portion of the loan will likely be a nonqualifying asset for purposes of the 75% asset test (and a
portion of the interest income from such a loan will not be qualifying income for purposes of the 75% gross income
test, but will be qualifying income for purposes of the 95% gross income test, discussed above under �Income Tests�).
The non-qualifying portion of such a loan would be subject to, among other requirements, the 10% vote or value test.
IRS Revenue Procedure 2014-51 provides a safe harbor under which the IRS has stated that it will not challenge a
REIT�s treatment of a loan as being, in part, a real estate asset for purposes of the 75% asset test if the REIT treats the
loan as being a qualifying real estate asset in an amount equal to the lesser of (i) the fair market value of the loan on
the relevant quarterly REIT asset testing date or (ii) the greater of (a) the fair market value of the real property
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securing the loan in the relevant quarterly REIT asset testing date or (b) the fair market value of the real property
securing the loan on the date the REIT committed to originate or acquire the loan. It is unclear how the safe harbor in
Revenue Procedure 2014-51 is affected by the recent legislative changes regarding the treatment of personal property
securing a mortgage loan, which treat such a mortgage loan as a �real estate asset� so long as no more than 15% of the
fair market value of the property securing a loan is personal property. Until additional guidance is issued, we
anticipate applying the safe harbor in Revenue Procedure 2014-51 without taking into account the legislative changes
regarding the treatment of loans secured by both real and personal property.

After meeting the asset tests at the close of any quarter, we will not lose our status as a REIT for failure to satisfy the
asset tests at the end of a later quarter solely by reason of changes in asset values. If the failure to satisfy the asset
tests results from an acquisition of securities or other property during a quarter, the failure can be cured by a
disposition of sufficient nonqualifying assets within 30 days after the close of that quarter. We believe that we
maintain adequate records with respect to the nature and value of our assets to enable us to comply with the asset
tests and to enable us to take such action within 30 days after the close of any quarter as may be required to cure any
noncompliance. There can be no assurance, however, that we will always successfully take such action.

Commencing with our taxable year which began January 1, 2005, certain relief provisions may be available to us if
we discover a failure to satisfy the asset tests described above after the 30-day cure period. Under these provisions,
we will be deemed to have met the 5% and 10% asset tests if the value of our nonqualifying assets (1) does not
exceed the lesser of (a) 1% of the total value of our assets at the end of the applicable quarter or (b) $10,000,000 and
(2) we dispose of the nonqualifying assets or otherwise satisfy such tests within (a) six months after the last day of
the quarter in which the failure to satisfy the asset tests is discovered or (b) the period
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of time prescribed by Treasury Regulations to be issued. For violations of any asset tests due to reasonable cause and
not due to willful neglect and that are, in the case of the 5% and 10% asset tests, in excess of the de minimis
exception described in the preceding sentence, we may avoid disqualification as a REIT after the 30-day cure period
by taking steps including (1) the disposition of sufficient nonqualifying assets or the taking of other actions that allow
us to meet the asset tests within (a) six months after the last day of the quarter in which the failure to satisfy the asset
tests is discovered or (b) the period of time prescribed by Treasury Regulations to be issued, (2) paying a tax equal to
the greater of (a) $50,000 or (b) the highest corporate tax rate multiplied by the net income generated by the
nonqualifying assets, and (3) disclosing certain information to the IRS. Although we believe that we have satisfied
the asset tests described above and plan to take steps to ensure that we satisfy such tests for any calendar quarter with
respect to which re-testing is to occur, there can be no assurance that we will always be successful or that a reduction
in our overall interest in an issuer (including a TRS) will not be required. If we fail to cure any noncompliance with
the asset tests in a timely manner and the relief provisions described above are not available, we would cease to
qualify as a REIT. See �� Failure to Qualify� below.

We believe that our holdings of securities and other assets have complied and will continue to comply with the
foregoing REIT asset requirements, and we intend to monitor compliance on an ongoing basis. No independent
appraisals have been obtained, however, to support our conclusions as to the value of our total assets, or the value of
any particular security or securities. Moreover, values of some assets may not be susceptible to a precise
determination, and values are subject to change in the future. Accordingly, there can be no assurance that the IRS will
not contend that we fail to meet the REIT asset requirements by reason of our interests in our subsidiaries or in the
securities of other issuers or for some other reason.

Annual Distribution Requirement

To maintain our qualification as a REIT, we are required to distribute dividends (other than capital gain dividends) to
our shareholders each year in an amount at least equal to: (1) the sum of (a) 90% of our �REIT taxable income� (which
is our taxable income exclusive of net income from foreclosure property, and with certain other adjustments) but
computed without regard to the dividends paid deduction and our net capital gain, and (b) 90% of the excess of our
net income, if any, from �foreclosure property� (described below) over the tax imposed on that income; minus (2) the
sum of certain items of non-cash income.

These distributions must be paid in the taxable year to which they relate, or in the following taxable year if the
distributions are declared before we timely file our tax return for the taxable year to which they relate, the
distributions are paid on or before the first regular dividend payment after such declaration, and we make an election
to treat the distributions as relating to the prior taxable year. In addition, any dividend we declare in October,
November, or December of any year and payable to a shareholder of record on a specified date in any such month
will be treated as both paid by us and received by the shareholder on December 31 of such year, provided that we
actually pay the dividend before the end of January of the following calendar year.

In order for distributions on our shares in tax years beginning before January 1, 2015 to have counted for these
purposes, and to have given rise to tax deductions by us, they must not have been �preferential dividends.� A dividend
is not a preferential dividend if it is pro rata among all outstanding shares within a particular class, and is in
accordance with the preferences among different classes of shares as set forth in our organizational documents. For
distributions in taxable years beginning after December 31, 2014, the preferential dividend rules do not apply to a
�publicly offered REIT.� We are a publicly offered REIT and therefore any preferential dividends paid by us will
qualify for the tax deduction.
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To the extent that we distribute at least 90%, but less than 100%, of our �REIT taxable income� (computed without
regard to the dividends paid deduction and with certain adjustments), we will be subject to tax at ordinary corporate
rates on the retained portion. We may elect to retain, rather than distribute, our net long-term capital gains and pay
tax on such gains. In this case, we could elect to have our shareholders include their proportionate share of such
undistributed long-term capital gains in income, and to receive a corresponding credit for their share of the tax we
paid. Our shareholders would then increase the adjusted basis of their shares by the difference between the designated
amounts included in their long-term capital gains and the tax deemed paid with respect to their shares.

Net operating losses that we are allowed to carry forward from prior tax years may reduce the amount of distributions
that we must make in order to comply with the REIT distribution requirements. Such losses, however, will generally
not affect the character, in the hands of the shareholders, of any distributions that are actually made by us, which are
generally taxable to the shareholders as dividends to the extent that we have current or accumulated earnings and
profits. See �U.S. Federal Income Taxation of Shareholders � U.S. Federal Income Taxation of Taxable Domestic
Shareholders � Distributions� below.

If we fail to distribute during each calendar year at least the sum of: (1) 85% of our �REIT ordinary income� (i.e. �REIT
taxable income� excluding capital gain and without regard to the dividends paid deduction) for that year; (2) 95% of
our REIT capital gain net income for that year; and (3) any undistributed taxable income from prior periods, we
would be subject to a 4% excise tax on the excess of such sum over the aggregate of amounts actually distributed and
retained amounts on which income tax is paid at the corporate level. We believe that we have made, and intend to
continue to make, distributions in such a manner so as not to be subject to the 4% excise tax.
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We intend to make timely distributions sufficient to satisfy the annual distribution requirement. In this regard, the
partnership agreement of the Operating Partnership provides that we, as general partner, must use our best efforts to
cause the Operating Partnership to distribute to its partners amounts sufficient to permit us to meet this distribution
requirement. It is possible that, from time to time, we may not have sufficient cash or other liquid assets to meet the
90% distribution requirement, as a result of timing differences between the actual receipt of cash (including
distributions from the Operating Partnership) and actual payment of expenses on the one hand, and the inclusion of
such income and deduction of such expenses in computing our �REIT taxable income� on the other hand. To avoid any
failure to comply with the 90% distribution requirement, we will closely monitor the relationship between our �REIT
taxable income� and cash flow, and if necessary, will borrow funds (or cause the Operating Partnership or other
affiliates to borrow funds) in order to satisfy the distribution requirement.

Under certain circumstances, we may be able to cure a failure to meet the distribution requirement for a year by
paying �deficiency dividends� to shareholders in a later year, which may be included in our deduction for dividends
paid for the earlier year. Thus, we may be able to avoid both losing our REIT status and being taxed on amounts
distributed as deficiency dividends. We will be required to pay interest, however, based upon the amount of any
deduction taken for deficiency dividends.

Failure to Qualify

Commencing with our taxable year which began January 1, 2005, specified cure provisions are available to us in the
event that we violate a provision of the Code that would otherwise result in our failure to qualify as a REIT. Except
with respect to violations of the REIT income tests and asset tests (for which the cure provisions are described
above), and provided the violation is due to reasonable cause and not due to willful neglect, these cure provisions
impose a $50,000 penalty for each violation in lieu of a loss of REIT status. If we fail to qualify for taxation as a
REIT in any taxable year, and the relief provisions do not apply, we will be subject to tax (including any applicable
alternative minimum tax) on our taxable income at regular corporate rates. Distributions to shareholders in any year
in which we fail to qualify will not be deductible by us, nor will they be required to be made. In such event, to the
extent of current and accumulated earnings and profits, all distributions to shareholders will be taxable as dividends
and, subject to certain limitations in the Code, corporate distributees may be eligible for the dividends received
deduction. Unless entitled to relief under specific statutory provisions, we will also be disqualified from taxation as a
REIT for the four taxable years following the year of termination of our REIT status. It is not possible to state
whether in all circumstances we would be entitled to this statutory relief.

Prohibited Transactions

Net income derived from a �prohibited transaction� is subject to a 100% excise tax. The term �prohibited transaction�
includes a sale or other disposition of property (other than foreclosure property) that is held primarily for sale to
customers in the ordinary course of a trade or business. The Operating Partnership owns interests in real property that
is situated on the periphery of certain of the Properties. We and the Operating Partnership believe that this peripheral
property is not held primarily for sale to customers and that the sale of such peripheral property will not be in the
ordinary course of the Operating Partnership�s business. We intend to conduct our operations so that no asset owned
by us or our pass-through subsidiaries will be held primarily for sale to customers, and that a sale of any such asset
will not be a prohibited transaction subject to the 100% excise tax. Whether property is held primarily for sale to
customers in the ordinary course of our business depends, however, on the facts and circumstances as they exist from
time to time, including those relating to a particular property. As a result, no assurance can be given that the IRS will
not recharacterize property we own as property held primarily for sale to customers in the ordinary course of our
business, or that we can comply with certain safe-harbor provisions of the Code that would prevent such treatment. In
the event we determine that a property, the ultimate sale of which is expected to result in taxable gain, will be
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regarded as held primarily for sale to customers in the ordinary course of trade or business, we intend to cause such
property to be acquired by or transferred to a TRS so that gain from such sale will be subject to regular corporate
income tax as discussed above under �� Effect of Subsidiary Entities � Taxable Subsidiaries.�

Foreclosure Property

Foreclosure property is real property and any personal property incident to such real property (1) that is acquired by a
REIT as the result of the REIT�s having bid in the property at foreclosure, or having otherwise reduced the property to
ownership or possession by agreement or process of law, after there was a default (or default was imminent) on a
lease of the property or on a mortgage loan held by the REIT and secured by the property, (2) the loan or lease related
to which was acquired by the REIT at a time when default was not imminent or anticipated, and (3) that such REIT
makes a proper election to treat as foreclosure property; provided that property ceases to be foreclosure property after
a statutory grace period. REITs are subject to tax at the maximum corporate rate (currently 35%) on any net income
from foreclosure property, including any gain from the disposition of the foreclosure property, other than income that
would otherwise be qualifying income for purposes of the 75% gross income test. Any gain from the sale of property
for which a foreclosure property election has been made will not be subject to the 100% excise tax on gains from
prohibited transactions described above, even if the property would otherwise constitute dealer property (i.e.,
property held primarily for sale to customers in the ordinary course of business) in the hands of the selling REIT.
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Redetermined Rents, Redetermined Deductions, and Excess Interest and Redetermined TRS Service Income

Any redetermined rents, redetermined deductions, or excess interest we generate will be subject to a 100% penalty
tax. In general, redetermined rents are rents from real property that are overstated as a result of services furnished by
a TRS to any of our tenants, and redetermined deductions and excess interest represent amounts that are deducted by
a TRS for amounts paid to us that are in excess of the amounts that would have been charged based on arm�s length
negotiations, and (for taxable years beginning after December 31, 2015) redetermined TRS service income represents
amounts by which income of a TRS of ours would increase if charges for services provided by such TRS to us (rather
than to any of our tenants) were based on arm�s length negotiations. Under �safe harbor� provisions of the Code, rents
we receive from tenants of a property will not constitute redetermined rents (by reason of the performance of services
by any TRS to such tenants) if:

� So much of such amounts as constitutes impermissible tenant service income does not exceed 1% of all
amounts received or accrued during the year with respect to the property;

� The TRS renders a significant amount of similar services to unrelated parties and the charges for such
services are substantially comparable;

� Rents paid by tenants leasing at least 25% of the net leasable space in the property who are not receiving
services from the TRS are substantially comparable to the rents paid by tenants leasing comparable space
who are receiving such services from the TRS and the charge for the services is separately stated; or

� The TRS�s gross income from the service is not less than 150% of the subsidiary�s direct cost in furnishing
the service.

Tax Aspects of Investment in the Operating Partnership

General

We hold a direct interest in the Operating Partnership and, through the Operating Partnership, hold an indirect interest
in certain other partnerships and in limited liability companies classified as partnerships for U.S. federal income tax
purposes (which, together, are referred to in this section as the �Partnerships�). In general, partnerships are
�pass-through� entities which are not subject to U.S. federal income tax. Rather, partners are allocated their
proportionate shares of the items of income, gain, loss, deduction, and credit of a partnership, and are potentially
subject to tax thereon, without regard to whether the partners receive a distribution from the partnership. We will
include our proportionate share of the foregoing partnership items in computing our �REIT taxable income.� See
�Taxation of the Company � Income Tests� above. Any resultant increase in our �REIT taxable income� will increase the
amount we must distribute to satisfy the REIT distribution requirement (see �Taxation of the Company � Annual
Distribution Requirement� above) but will generally not be subject to U.S. federal income tax in our hands provided
that we distribute such income to our shareholders.

Entity Classification
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Our interests in the Partnerships involve special tax considerations, including the possibility of a challenge by the IRS
to the status of the Operating Partnership or any other Partnership as a partnership (as opposed to an association
taxable as a corporation) for U.S. federal income tax purposes. In general, under certain Treasury Regulations which
became effective January 1, 1997 (referred to in this section as the �Check-the-Box Regulations�), an unincorporated
entity with at least two members may elect to be classified either as a corporation or as a partnership for U.S. federal
income tax purposes. If such an entity does not make an election, it generally will be treated as a partnership for U.S.
federal income tax purposes. For such an entity that was in existence prior to January 1, 1997, such as the Operating
Partnership and some of the other Partnerships, the entity will have the same classification (unless it elects otherwise)
that it claimed under the rules in effect prior to the Check-the-Box Regulations. In addition, the U.S. federal income
tax classification of an entity that was in existence prior to January 1, 1997 will be respected for all periods prior to
January 1, 1997 if (1) the entity had a reasonable basis for its claimed classification, (2) the entity and all members of
the entity recognized the U.S. federal income tax consequences of any changes in the entity�s classification within the
60 months prior to January 1, 1997, and (3) neither the entity nor any member of the entity was notified in writing by
a taxing authority on or before May 8, 1996 that the classification of the entity was under examination. We believe
that the Operating Partnership and each of the other Partnerships that existed prior to January 1, 1997 reasonably
claimed partnership classification under the Treasury Regulations relating to entity classification in effect prior to
January 1, 1997, and such classification should be respected for U.S. federal income tax purposes. Each of them
intends to continue to be classified as a partnership for U.S. federal income tax purposes, and none of them intends to
elect to be treated as an association taxable as a corporation under the Check-the-Box Regulations.

If the Operating Partnership or any of the other Partnerships were to be treated as an association, it would be taxable
as a corporation and therefore subject to an entity-level tax on its income. In such a situation, the character of our
assets and items of gross income would change, which would likely preclude us from satisfying the asset tests and
possibly the income tests (see �Taxation of
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the Company � Income Tests� and �Taxation of the Company � Asset Tests� above), and in turn would prevent us from
qualifying as a REIT, unless we were eligible for relief under the relief provisions described above. See �Taxation of
the Company � Failure to Qualify� above for discussion of the effect of our failure to satisfy the REIT tests for a
taxable year. In addition, any change in the status of any of the Partnerships for U.S. federal income tax purposes
might be treated as a taxable event, in which case we could have taxable income that is subject to the REIT
distribution requirement without receiving any cash.

Tax Allocations with Respect to the Properties

Pursuant to Section 704(c) of the Code and applicable Treasury Regulations, income, gain, loss, and deduction
attributable to appreciated or depreciated property that is contributed to a partnership in exchange for an interest in
the partnership (such as the Properties contributed to the Operating Partnership by the limited partners of the
Operating Partnership) must be allocated in such a manner that the contributing partner is charged with, or benefits
from, the unrealized gain or unrealized loss, respectively, associated with the property at the time of the contribution.
The amount of such unrealized gain or unrealized loss is equal to the difference between the fair market value of the
contributed property at the time of contribution and the adjusted tax basis of such property at the time of contribution
(referred to in this section as the �Book-Tax Difference�). Such allocations are solely for U.S. federal income tax
purposes and do not affect the book capital accounts or other economic or legal arrangements among the partners.
The Operating Partnership was formed with contributions of appreciated property (including the Properties
contributed by the limited partners of the Operating Partnership). Consequently, the Operating Partnership�s
partnership agreement requires allocations to be made in a manner consistent with Section 704(c) of the Code and the
applicable Treasury Regulations. If a partner contributes cash to a partnership at a time when the partnership holds
appreciated (or depreciated) property, the applicable Treasury Regulations provide for a similar allocation of these
items to the other (that is, the pre-existing) partners. These rules may apply to any contribution by us to the Operating
Partnership or the other Partnerships of cash proceeds received from offerings of our securities, including any
offering of common shares, preferred shares, or warrants contemplated by this prospectus.

In general, the partners that contributed appreciated Properties to the Partnerships will be allocated less depreciation,
and increased taxable gain on sale, of such Properties. This will tend to eliminate the Book-Tax Difference. However,
the special allocation rules of Section 704(c) and the applicable Treasury Regulations do not always rectify the
Book-Tax Difference on an annual basis or with respect to a specific taxable transaction such as a sale. Under the
applicable Treasury Regulations, special allocations of income and gain and depreciation deductions must be made
on a property-by-property basis. Depreciation deductions resulting from the carryover basis of a contributed property
are used to eliminate the Book-Tax Difference by allocating such deductions to the non-contributing partners (for
example, to us) up to the amount of their share of book depreciation. Any remaining tax depreciation for the
contributed property would be allocated to the partners who contributed the property. The Partnerships have
generally elected the �traditional method� of rectifying the Book-Tax Difference under the applicable Treasury
Regulations, pursuant to which if depreciation deductions are less than the non-contributing partners� share of book
depreciation, then the non-contributing partners lose the benefit of the tax deductions to the extent of the difference.
When the property is sold, the resulting tax gain is used to the extent possible to eliminate any remaining Book-Tax
Difference. Under the traditional method, it is possible that the carryover basis of the contributed assets in the hands
of a Partnership may cause us to be allocated less depreciation and other deductions than would otherwise be
allocated to us. This may cause us to recognize taxable income in excess of cash proceeds, which might adversely
affect our ability to comply with the REIT distribution requirement. See �Taxation of the Company � Annual
Distribution Requirement� above.

With respect to property purchased by (and not contributed to) the Operating Partnership, such property will initially
have a tax basis equal to its fair market value, and Section 704(c) of the Code and the applicable Treasury
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Regulations will not apply unless such property is subsequently revalued for capital accounting purposes under
applicable Treasury Regulations.

Sale of the Properties

The Partnerships intend to hold the Properties for investment with a view to long-term appreciation, to engage in the
business of acquiring, developing, owning, and operating the Properties and other shopping centers and to make such
occasional sales of the Properties as are consistent with our investment objectives. Based primarily on such
investment objectives, we believe that the Properties should not be considered dealer property (i.e., property held for
sale to customers in the ordinary course of business). Whether property is dealer property is a question of fact that
depends on the particular facts and circumstances with respect to the particular transaction. No assurance can be
given that any property sold by us or any of our Partnerships will not be dealer property, or that we can comply with
certain safe-harbor provisions of the Code that would prevent such treatment. Our share of any gain realized by the
Operating Partnership or any other Partnership on the sale of any dealer property generally will be treated as income
from a prohibited transaction that is subject to a 100% penalty tax. See �Taxation of the Company � Prohibited
Transactions� above. In the event we determine that a property, the ultimate sale of which is expected to result in
taxable gain, will be held primarily for sale to customers in the ordinary course of a trade or business, we intend to
cause such property to be acquired by or transferred to a TRS so that gain from such sale will be subject to regular
corporate income tax as discussed above under �� Effect of Subsidiary Entities � Taxable Subsidiaries.�
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Taxation of Ramco-Gershenson, Inc.

A portion of the amounts to be used to fund distributions to our shareholders is expected to come from distributions
made by Ramco-Gershenson, Inc., our principal TRS, to the Operating Partnership. In general, Ramco-Gershenson,
Inc. pays federal, state and local income taxes on its taxable income at regular corporate rates. Any federal, state or
local income taxes that Ramco-Gershenson, Inc., is required to pay will reduce cash flow otherwise available to us to
make distributions to holders of our securities.

U.S. Federal Income Taxation of Shareholders

U.S. Federal Income Taxation of Taxable Domestic Shareholders

Distributions. As a result of our status as a REIT, distributions made to our taxable domestic shareholders out of
current or accumulated earnings and profits, and not designated as capital gain dividends, will generally be taken into
account by them as ordinary income and will not be eligible for the dividends received deduction for corporations.
The maximum U.S. federal income tax rate applicable to corporations is 35% and that applicable to ordinary income
of individuals is currently 39.6%.

The maximum individual rate of tax on qualified dividends and long-term capital gains is generally 20%. Because we
are not generally subject to U.S. federal income tax on the portion of our REIT taxable income or capital gains
distributed to our shareholders, our dividends are generally not qualified dividends eligible for this 20% tax rate. As a
result, our ordinary REIT dividends will continue to be taxed at the higher tax rates applicable to ordinary income.
However, the 20% tax rate will generally apply to:

� our dividends attributable to dividends received by us from non-REIT corporations, such as TRSs;

� our dividends attributable to our REIT taxable income in the prior taxable year on which we were subject to
corporate level income tax (net of the amount of such tax); and

� our dividends attributable to income in the prior taxable year from the sale of appreciated (i.e., Built-in
Gain) property acquired by us from �C� corporations in carryover basis transactions or held by us on the first
day of a taxable year for which we first re-qualify as a REIT after being subject to tax as a �C� corporation for
more than two years (net of the amount of corporate tax on such income).

Distributions that are designated as capital gain dividends will be taxed to shareholders as long-term capital gains, to
the extent that they do not exceed our actual net capital gain for the taxable year, without regard to the period for
which the shareholder has held its shares. A similar treatment will apply to long-term capital gains we retain, to the
extent that we elect the application of provisions of the Code that treat shareholders of a REIT as having received, for
U.S. federal income tax purposes, undistributed capital gains of the REIT, while passing through to shareholders a
corresponding credit for taxes paid by the REIT on such retained capital gains. Corporate shareholders may be
required to treat up to 20% of some capital gain dividends as ordinary income. Long-term capital gains are generally
taxable at maximum federal rates of 20% in the case of shareholders who are individuals, and 35% for corporations.
Capital gains attributable to the sale of depreciable real property held for more than 12 months are subject to a 25%
maximum U.S. federal income tax rate for taxpayers who are individuals, to the extent of previously claimed
depreciation deductions. Pursuant to Treasury Regulations to be promulgated by the U.S. Treasury Department, a
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portion of our distributions may be subject to the alternative minimum tax to the extent of our items of tax preference,
if any, allocated to the shareholders.

Distributions in excess of current and accumulated earnings and profits will not be taxable to a shareholder to the
extent that they do not exceed the adjusted basis of the shareholder�s common or preferred shares in respect of which
the distributions were made, but rather, will reduce the adjusted basis of those common or preferred shares. To the
extent that such distributions exceed the adjusted basis of a shareholder�s shares, they will be included in income as
long-term capital gain, or short-term capital gain if the shares have been held for one year or less. In addition, any
dividend we declare in October, November or December of any year and payable to a shareholder of record on a
specified date in any such month will be treated both as paid by us and received by the shareholder on December 31
of such year, provided that we actually pay the dividend before the end of January of the following calendar year.

We may make distributions to shareholders paid in common or preferred shares that are intended to be treated as
dividends for U.S. federal income tax purposes. In that event, our shareholders would generally have taxable income
with respect to such distributions of our common or preferred shares and may have tax liability by reason of such
distributions in excess of the cash (if any) that is received by them.

In determining the extent to which a distribution with respect to preferred shares constitutes a dividend for tax
purposes, our earnings and profits will be allocated first to distributions with respect to our preferred shares and then
to our common shares. In addition, the IRS has taken the position in published guidance that if a REIT has two
classes of shares, the amount of any particular type of income (including net capital gain) allocated to each class in
any year cannot exceed such class�s proportionate share of such income based on the total dividends paid to each class
for such year. Consequently, if both common shares and preferred shares are outstanding, particular types of income
will be allocated in accordance with the classes� proportionate shares of such income. Thus, net capital gain will be
allocated between holders of common shares and holders of preferred shares, if any, in proportion to the total
dividends paid to each class during the taxable year, or otherwise as required by applicable law.
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Net operating losses and capital losses that we are allowed to carry forward from prior tax years may reduce the
amount of distributions that we must make in order to comply with the REIT distribution requirements. See �Taxation
of the Company � Annual Distribution Requirement� above. Such losses, however, are not passed through to our
shareholders and do not offset income of shareholders from other sources, nor do they affect the character of any
distributions that we actually make, which are generally taxable to our shareholders as dividends to the extent that we
have current or accumulated earnings and profits.

We will be treated as having sufficient earnings and profits for a year to treat as a dividend any distribution we make
for such year up to the amount required to be distributed in order to avoid imposition of the 4% federal excise tax
discussed in �Taxation of the Company � Taxation of REITs in General� above. As a result, taxable domestic
shareholders may be required to treat certain distributions as taxable dividends even though we may have no overall,
accumulated earnings and profits. Moreover, any �deficiency dividend,� which is a dividend to our current shareholders
that is permitted to relate back to a year for which the IRS determines a deficiency in order to satisfy the distribution
requirement for that year, will be treated as a dividend (an ordinary dividend or a capital gain dividend, as the case
may be) regardless of our earnings and profits for the year in which we pay the deficiency dividend.

Certain domestic non-corporate taxpayers may also be subject to an additional tax of 3.8% with respect to dividends
on our shares of beneficial interest. See �Certain U.S. Federal Income Tax Considerations�U.S. Federal Income
Taxation of Shareholders�U.S. Federal Income Taxation of Taxable Domestic Shareholders�Medicare Tax.�

Disposition of Common and Preferred Shares. In general, capital gains recognized by individuals and other
non-corporate shareholders upon the sale or disposition of common or preferred shares will be subject to a maximum
U.S. federal income tax rate of 20% (applicable to long-term capital gains) if the shares are held for more than
12 months, and will be taxed at rates of up to 39.6% (applicable to short-term capital gains) if the shares are held for
12 months or less. Gains recognized by shareholders that are corporations are subject to U.S. federal income tax at a
maximum rate of 35%, whether or not classified as long-term capital gains. Capital losses recognized by a
shareholder upon the disposition of shares held for more than one year at the time of disposition will be considered
long-term capital losses, which are generally available first to offset long-term capital gain (which is taxed at capital
gain rates) and then short-term capital gain (which is taxed at ordinary income rates) of the shareholder, but not
ordinary income of the shareholder (except in the case of individuals, who may offset up to $3,000 of ordinary
income each year). Capital losses recognized by a shareholder upon the disposition of shares held for not more than
one year are considered short-term capital losses and are generally available first to offset short-term capital gain and
then long-term capital gain of the shareholder, but not ordinary income of the shareholder (except in the case of
individuals, who may offset up to $3,000 of ordinary income each year). In addition, any loss upon a sale or
exchange of shares by a shareholder who has held the shares for six months or less, after applying certain holding
period rules, will be treated as long-term capital loss to the extent of distributions received from us that are required
to be treated by the shareholder as long-term capital gain.

Certain domestic non-corporate taxpayers may also be subject to an additional tax of 3.8% with respect to capital
gains from the disposition of our shares of beneficial interest. See �Certain U.S. Federal Income Tax
Considerations�U.S. Federal Income Taxation of Shareholders�U.S. Federal Income Taxation of Taxable Domestic
Shareholders�Medicare Tax.�

If a holder of common or preferred shares recognizes a loss upon a disposition of those shares in an amount that
exceeds a prescribed threshold, it is possible that the provisions of certain Treasury Regulations involving �reportable
transactions� could apply to require a disclosure filing with the IRS concerning the loss-generating transaction. While
these regulations are directed toward �tax shelters,� they are quite broad, and apply to transactions that would not
typically be considered tax shelters. The Code imposes significant penalties for failure to comply with these
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requirements. Prospective shareholders should consult their tax advisors concerning any possible disclosure
obligation with respect to the receipt or disposition of common or preferred shares, or transactions that might be
undertaken directly or indirectly by us. Moreover, prospective shareholders should be aware that we and other
participants in the transactions involving us (including their advisors) might be subject to disclosure or other
requirements pursuant to these regulations.

A redemption of preferred shares will be treated under Section 302 of the Code as a dividend subject to tax as such
(to the extent of our current or accumulated earnings and profits), unless the redemption satisfies certain tests set
forth in Section 302(b) of the Code enabling the redemption to be treated as a sale or exchange of the preferred
shares. The redemption will satisfy such test if it (1) is �substantially disproportionate� with respect to the holder
(which will not be the case if only preferred shares are redeemed, since preferred shares generally do not have voting
rights), (2) results in a �complete termination� of the shareholder�s stock interest in us, or (3) is not �essentially
equivalent to a dividend� with respect to the shareholder, all within the meaning of Section 302(b) of the Code. In
determining whether any of these tests have been met, shares considered to be owned by the shareholder by reason of
certain constructive ownership rules set forth in the Code, as well as shares actually owned, must generally be taken
into account. Because the determination as to whether any of the alternative tests of Section 302(b) of the Code is
satisfied with respect to any particular holder of preferred shares will depend upon the facts and circumstances as of
the time the determination is made, prospective shareholders are advised to consult their own tax advisors to
determine such tax treatment.
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If a redemption of preferred shares is not treated as a distribution taxable as a dividend to a particular shareholder, it
will be treated, as to that shareholder, as a taxable sale or exchange. As a result, such shareholder will recognize gain
or loss for U.S. federal income tax purposes in an amount equal to the difference between (1) the amount of cash and
the fair market value of any property received (less any portion thereof attributable to accumulated but unpaid
dividends that we are legally obligated to pay at the time of the redemption, which will be taxable as a dividend to the
extent of our current and accumulated earnings and profits), and (2) the shareholder�s adjusted basis in the preferred
shares for tax purposes. Such gain or loss will be capital gain or loss and will be long-term capital gain or loss if, at
the time of the redemption, the shares were held for more than 12 months.

If a redemption of preferred shares is treated as a distribution that is taxable as a dividend, the amount of the
distribution would be measured by the amount of cash and the fair market value of any property received by the
shareholder. The shareholder�s adjusted tax basis in the redeemed preferred shares will be transferred to the
shareholder�s remaining shares of our capital stock, if any. If, however, the shareholder has no remaining shares of our
capital stock, such basis may, under certain circumstances, be transferred to a related person or it may be lost entirely.

Redemption Premium on Preferred Shares. If the redemption price of preferred shares that are subject to redemption
exceeds their issue price (such excess referred to in this section as a �redemption premium�), in certain situations the
entire amount of the redemption premium will be treated as being distributed to the holder of such shares, on an
economic accrual basis, over the period from issuance of such shares until the date the shares are first redeemable
(such deemed distribution referred to in this section as a �constructive distribution�). A constructive distribution may
occur only if the preferred shares are subject to a redemption premium, and only if (1) we are required to redeem the
shares at a specified time, (2) the holder of the shares has the option to require us to redeem the shares, or (3) we have
the right to redeem the shares, but only if under applicable regulations, redemption pursuant to that right is more
likely than not to occur. See the applicable prospectus supplement for further information regarding the possible tax
treatment of redemption premiums with respect to any such preferred shares offered by such prospective supplement.

Passive Activity Loss and Investment Interest Limitations. Taxable dividends that we distribute and gain from the
disposition of common or preferred shares will not be treated as passive activity income and, therefore, shareholders
subject to the limitation on the use of �passive losses� will not be able to apply passive losses against such income.
Shareholders may elect to treat capital gain dividends, capital gains from the disposition of shares and qualified
dividend income as investment income for purposes of computing the limitation on the deductibility of investment
interest, but in such case the shareholder will be taxed at ordinary income rates on those amounts. Other distributions
made by us, to the extent they do not constitute a return of capital, will generally be treated as investment income for
purposes of computing the investment interest limitation.

Medicare Tax. Certain domestic shareholders who are individuals, estates or trusts will be required to pay a 3.8%
Medicare tax with respect to, inter alia, dividends on and capital gains from the sale or other disposition of stock,
subject to certain exceptions. Prospective shareholders should consult their tax advisors regarding the applicability of
this tax to any income and gains in respect of an investment in our common or preferred shares.

Convertible Preferred Shares. See the applicable prospectus supplement for a discussion of any additional tax
consequences to a domestic shareholder of investing in convertible preferred shares offered by such prospectus
supplement.

U.S. Federal Income Taxation of Non-U.S. Shareholders

The following is a summary of certain U.S. federal income tax consequences of the ownership and disposition of
common and preferred shares applicable to �non-U.S. shareholders�. A non-U.S. shareholder is any holder of our
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shares who is a �foreign person�. For the purposes of this summary, a foreign person is any person other than:

� a citizen or resident of the United States,

� a corporation (including an entity treated as a corporation for U.S. federal income tax purposes) created or
organized in or under the laws of the United States, or of any state thereof, or the District of Columbia,

� an estate the income of which is includable in gross income for U.S. federal income tax purposes regardless
of its source, or

� a trust if (1) a United States court is able to exercise primary supervision over the administration of such
trust and one or more United States fiduciaries have the authority to control all substantial decisions of the
trust or (2) it has a valid election in place to be treated as a U.S. person.

The following summary is based on current law and is for general information only. The summary addresses only
selected and not all aspects of U.S. federal income taxation. Prospective non-U.S. shareholders should consult with
their own tax advisors to determine the impact of U.S. federal, state, and local income tax and estate tax laws with
regard to an investment in our shares, including any reporting requirements.
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Ordinary Dividends. The portion of dividends received by non-U.S. shareholders payable out of our earnings and
profits that are not attributable to our capital gains and that are not effectively connected with a U.S. trade or business
of the non-U.S. shareholder will be subject to U.S. withholding tax at the rate of 30%, unless reduced by treaty.

In general, non-U.S. shareholders will not be considered to be engaged in a U.S. trade or business solely as a result of
their ownership of common or preferred shares. In cases where the dividend income from a non-U.S. shareholder�s
investment in common or preferred shares is, or is treated as, effectively connected with the non-U.S. shareholder�s
conduct of a U.S. trade or business, the non-U.S. shareholder generally will be subject to U.S. income tax at
graduated rates, in the same manner as domestic shareholders are taxed with respect to such dividends, and such
income generally must be reported on a U.S. federal income tax return filed by or on behalf of the non-U.S.
shareholder. Such income may also be subject to the 30% branch profits tax in the case of a non-U.S. shareholder that
is a corporation.

As described above, we may make distributions paid in common or preferred shares that are intended to be treated as
dividends for U.S. federal income tax purposes. If we are required to withhold an amount in excess of any cash that is
distributed to non-U.S. shareholders along with the common or preferred shares, we may retain and sell some of the
common or preferred shares that would otherwise be distributed in order to satisfy any withholding tax imposed on
the distribution.

Non-Dividend Distributions. Unless our common or preferred shares constitute a U.S. real property interest (referred
to in this section as a �USRPI�), distributions by us that are not dividends out of our earnings and profits will generally
not be subject to U.S. federal income tax. If it cannot be determined at the time at which a distribution is made
whether or not the distribution will exceed current and accumulated earnings and profits, the entire distribution will
be subject to withholding at the rate applicable to dividends. However, the non-U.S. shareholder may seek a refund
from the IRS of any amounts withheld if it is subsequently determined that the distribution was, in fact, in excess of
our current and accumulated earnings and profits. If our common or preferred shares constitute a USRPI, as discussed
below under �� Dispositions of Common or Preferred Shares,� then distributions by us in excess of the sum of our
earnings and profits plus the shareholder�s basis in its shares will be taxed under the Foreign Investment in Real
Property Tax Act of 1980 (which is referred to in this section as �FIRPTA�) at the rate of tax, including any applicable
capital gains rates, that would apply to a domestic shareholder of the same type (that is, an individual or a
corporation, as the case may be), and the collection of the tax will be enforced by a refundable withholding at a rate
of 10% (15% for distributions occurring after February 16, 2016) of the amount by which the distribution exceeds the
shareholder�s share of our earnings and profits. Our common and preferred shares will not be considered a USRPI in
the hands of a �qualified foreign pension fund� (as discussed under �U.S. Federal Income Taxation of Shareholders�U.S.
Federal Income Taxation of Non-U.S. Shareholders�Qualified Foreign Pension Funds� below) or, subject to limitations,
a �qualified shareholder� (as discussed under �U.S. Federal Income Taxation of Shareholders�U.S. Federal Income
Taxation of Non-U.S. Shareholders�Qualified Shareholders� below).

Capital Gain Dividends. Distributions that are attributable to gains from dispositions of USRPIs held by us directly
or through pass-through subsidiaries (referred to in this section as �USRPI capital gains�) that are paid with respect to
any class of shares that is regularly traded on an established securities market located in the United States and that are
made to a non-U.S. shareholder who does not own more than 10% of the class of shares at any time during the
one-year period ending on the date of distribution will be treated as a regular distribution by us, and these
distributions will be treated as ordinary dividend distributions. A distribution of USRPI capital gains made by us to
non-U.S. shareholders owning more than 10% of the class of shares in respect of which the distribution is made will
be considered effectively connected with a U.S. trade or business of the non-U.S. shareholder and will be subject to
U.S. income tax at the rates applicable to U.S. individuals or corporations, as the case may be (subject to alternative
minimum tax and a special alternative minimum tax in the case of nonresident alien individuals), without regard to
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whether the distribution is designated as a capital gain dividend, subject to an exception for a �qualified foreign
pension fund� (as discussed under �U.S. Federal Income Taxation of Shareholders�U.S. Federal Income Taxation of
Non-U.S. Shareholders�Qualified Foreign Pension Funds� below) and special rules for a �qualified shareholder� (as
discussed under �U.S. Federal Income Taxation of Shareholders�U.S. Federal Income Taxation of Non-U.S.
Shareholders�Qualified Shareholders� below). In the case of such a greater than 10% non-U.S. shareholder (other than
a qualified foreign pension fund and , subject to limitations, a qualified shareholder), we will be required to withhold
tax equal to 35% of the amount of dividends to the extent the dividends constitute USRPI capital gains. Distributions
subject to FIRPTA may also be subject to a 30% branch profits tax (or lower tax treaty rate, if applicable) in the
hands of a non-U.S. shareholder that is a corporation.

Distributions to a non-U.S. shareholder that we properly designate as capital gain dividends, other than those arising
from the disposition of a USRPI, generally should not be subject to U.S. federal income taxation unless: (1) the
investment in our shares is treated as effectively connected with the non-U.S. shareholder�s U.S. trade or business, in
which case the non-U.S. shareholder will be subject to the same treatment as a U.S. shareholder with respect to such
gain, except that a non-U.S. shareholder that is a foreign corporation may also be subject to the 30% branch profits
tax (or lower tax treaty rate, if applicable), or (2) the non-U.S. shareholder
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is a nonresident alien individual who is present in the United States for 183 days or more during the taxable year and
certain other conditions are satisfied, in which case the nonresident alien individual will be subject to a 30% tax on
the individual�s capital gains (unless a lower tax treaty rate applies).

Retained Net Capital Gains. Although the law is not clear on the matter, it appears that amounts designated by us as
retained capital gains in respect of our shares held by non-U.S. shareholders generally should be treated in the same
manner as our actual distributions of capital gain dividends. Under this approach, a non-U.S. shareholder would be
able to claim as a credit against its U.S. federal income tax liability, its proportionate share of the tax paid by us on
the retained capital gains, and to obtain from the IRS a refund to the extent its proportionate share of the tax paid by
us exceeds its actual U.S. federal income tax liability.

Dispositions of Common or Preferred Shares. Unless our common or preferred shares constitute a USRPI, a sale of
such shares by a non-U.S. shareholder generally will not be subject to U.S. taxation under FIRPTA. The shares will
not constitute a USRPI if we are a �domestically-controlled REIT.� A domestically-controlled REIT is a REIT less than
50% in value of the shares of which is held directly or indirectly by non-U.S. shareholders at all times during a
prescribed testing period. We believe that we are, and we expect to continue to be, a domestically-controlled REIT
and, therefore, the sale of our common or preferred shares by non-U.S. shareholders is not expected to be subject to
taxation under FIRPTA. Because our shares are publicly traded, however, no assurance can be given that we are or
will be a domestically-controlled REIT.

In the event that we do not constitute a domestically-controlled REIT, a non-U.S. shareholder�s sale of common or
preferred shares nonetheless will not constitute a USRPI and accordingly would not be subject to tax under FIRPTA
as a sale of a USRPI, provided that (1) the shares are of a class that are �regularly traded� as defined by applicable
Treasury Regulations, on an established securities market, and (2) the selling non-U.S. shareholder held 5% or less of
such class of shares at all times during a prescribed testing period. In addition, if (1) our preferred shares are not
�regularly traded� on an established securities market, (2) our common shares are �regularly traded� on an established
securities market, and (3) the applicable non-U.S. shareholder has not, at the time it acquires preferred shares, and at
certain other times described in the applicable Treasury Regulations, directly or indirectly held preferred shares (and
in certain cases other direct or indirect interests in our shares) that had a fair market value in excess of 5% of the fair
market value of all of our outstanding common shares, then such non-U.S. shareholder�s sale of our preferred shares
generally would not be a USRPI and accordingly would not be subject to tax under FIRPTA as a sale of a USRPI.
We believe that our common shares are, and expect them to continue to be, �regularly traded� on an established
securities market.

If gain on the sale of common or preferred shares were subject to taxation under FIRPTA, the non-U.S. shareholder
would be subject to the same treatment as a U.S. shareholder with respect to such gain, subject to applicable
alternative minimum tax and a special alternative minimum tax in the case of non-resident alien individuals, and the
purchaser of the shares could, unless the shares are of a class that are �regularly traded� (as defined by applicable
Treasury Regulations) on an established securities market, be required to withhold 10% (15% for sales occurring
after February 16, 2016) of the purchase price and remit such amount to the IRS.

Gain from the sale of common or preferred shares that would not be subject to FIRPTA will nonetheless be taxable in
the United States to a non-U.S. shareholder in two cases: (1) if the gain is effectively connected with a U.S. trade or
business conducted by such non-U.S. shareholder and, where a treaty applies, such trade or business is conducted
through a permanent establishment in the U.S., then the non-U.S. shareholder will be subject to the same treatment as
a U.S. shareholder with respect to such gain, except that the non-U.S. shareholder may also be subject to the 30%
branch profits tax (or lower tax treaty rate, if applicable) if it is a foreign corporation, or (2) if the non-U.S.
shareholder is a nonresident alien individual who was present in the United States for 183 days or more during the
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taxable year and certain other conditions are satisfied, the nonresident alien individual will be subject to tax on the
individual�s capital gain at a 30% rate (or lower tax treaty rate, if applicable).

Qualified Pension Funds. Any distribution to a �qualified foreign pension fund� (or an entity all of the interests of
which are held by a �qualified foreign pension fund�) holding REIT stock directly or indirectly (through one or more
partnerships) will not be subject to U.S. tax as income effectively connected with a U.S. trade or business, and thus
will not be subject to special withholding rules, under FIRPTA. In addition, a sale of shares of our common stock by
a �qualified foreign pension fund� that holds such shares directly or indirectly (through one or more partnerships) will
not be subject to federal income taxation under FIRPTA.

A qualified foreign pension fund is any trust, corporation, or other organization or arrangement (i) which is created or
organized under the law of a country other than the United States, (ii) which is established to provide retirement or
pension benefits to participants or beneficiaries that are current or former employees (or persons designated by such
employees) of one or more employers in consideration for services rendered, (iii) which does not have a single
participant or beneficiary with a right to more than 5% of its assets or income, (iv) which is subject to government
regulation and provides annual information reporting about its beneficiaries to the relevant tax authorities in the
country in which it is established or operates, and (v) with respect to which, under the laws of the country in which it
is established or operates, (a) contributions to such organization or arrangement that would otherwise be subject to
tax under such laws are deductible or excluded from the gross income of such entity or taxed at a reduced rate, or (b)
taxation of any investment income of such organization or arrangement is deferred or such income is taxed at a
reduced rate.
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Qualified Shareholders. Stock of a REIT held (directly or through one or more partnerships) by a �qualified
shareholder� will not be a USRPI, and neither gain on sale of such stock nor capital gain dividends on such stock will
be treated as gain from the sale of a USRPI, unless a person (other than a qualified shareholder) holding an interest
(other than an interest solely as a creditor) in such qualified shareholder owns, taking into account applicable
constructive ownership rules, more than 10% of the stock of the REIT (an �applicable investor�). If the qualified
shareholder has such an applicable investor, gains and REIT distributions allocable to the portion of REIT stock held
by the qualified shareholder indirectly owned through the qualified shareholder by the applicable investor will be
treated as gains from the sale of USRPIs. For these purposes, a �qualified shareholder� is a foreign person which is in a
treaty jurisdiction and satisfies certain publicly traded requirements, is a �qualified collective investment vehicle,� and
maintains records on the identity of certain 5% owners. A �qualified collective investment vehicle� is a foreign person
that is eligible by treaty for a reduced withholding rate with respect to ordinary REIT dividends even if such person
holds more than 10% of the REIT�s stock, a publicly traded partnership that is a withholding foreign partnership that
would be a U.S. real property holding corporation if it were a U.S. corporation, or is designated as a qualified
collective investment vehicle by the Secretary of the Treasury and is either fiscally transparent within the meaning of
the Code or required to include dividends in its gross income but entitled to a deduction for distributions to its
investors. Finally, non-dividend redemption and liquidating distributions to a qualified shareholder that are not
allocable to an applicable investor will be treated as ordinary dividends.

Federal Taxation of Tax-Exempt Shareholders

Tax-exempt entities, including qualified employee pension and profit sharing trusts and individual retirement
accounts, generally are exempt from U.S. federal income taxation. However, they are subject to taxation on their
unrelated business taxable income (which is referred to in this section as �UBTI�). While many investments in real
estate generate UBTI, the IRS has ruled that dividend distributions from a REIT to a tax-exempt entity do not
constitute UBTI. Based on that ruling, and provided that (1) a tax-exempt shareholder has not held its common or
preferred shares as �debt financed property� within the meaning of the Code (that is, property the acquisition of which
is financed through a borrowing by the tax-exempt shareholder), and (2) the shares are not otherwise used in an
unrelated trade or business, we believe that distributions from us and income from the sale of our shares should not
give rise to UBTI to a tax-exempt shareholder.

Tax-exempt shareholders that are social clubs, voluntary employee benefit associations, supplemental unemployment
benefit trusts, and qualified group legal services plans exempt from U.S. federal income taxation under
Sections 501(c)(7), (9), (17) and (20) of the Code, respectively, are subject to different UBTI rules, which generally
will require them to characterize distributions from us as UBTI.

A pension trust that owns more than 10% of the value of our shares could be required to treat a percentage of the
dividends from us as UBTI if we are a �pension-held REIT.� We will not be a pension-held REIT unless either (1) one
pension trust owns more than 25% of the value of our shares, or (2) a group of pension trusts, each individually
holding more than 10% of the value of our shares, collectively owns more than 50% of the value of our shares. We
believe that we currently are not a pension-held REIT. Because our shares are publicly traded, however, no assurance
can be given that we are not (or will not be) a pension-held REIT.

For special rules applicable to qualified foreign pension funds, see the discussion under �U.S. Federal Income
Taxation of Shareholders�U.S. Federal Income Taxation of Non-U.S. Shareholders�Qualified Foreign Pension Funds�
above.

Tax-exempt shareholders are urged to consult their tax advisors regarding the federal, state, local and foreign tax
consequences of an investment in our common or preferred shares.
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U.S. Federal Income Taxation of Warrants

A holder who receives shares upon the exercise of a warrant should not recognize gain or loss except to the extent of
any cash received for fractional shares. Except to the extent of any cash so received, such a holder would have a tax
basis in the shares acquired pursuant to a warrant equal to the amount of the purchase price paid for (or, if the warrant
is purchased as part of an �investment unit,� allocated to) the warrant plus the amount paid for the shares pursuant to
the warrant. The holding period for the shares acquired pursuant to a warrant would begin on the day after the
warrant is exercised. Upon the subsequent sale of shares acquired pursuant to a warrant or upon a sale of a warrant,
the holder thereof would generally recognize capital gain or loss in an amount equal to the difference between the
amount realized on the sale and its tax basis in such shares or warrant, as the case may be. The foregoing assumes
that warrants will not be held as a hedge, straddle or as a similar offsetting position with respect to our shares and that
Section 1092 of the Code will not apply.
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U.S. Federal Income Taxation of Holders of Debt Securities

U.S. Federal Income Taxation of Taxable Domestic Holders of Debt Securities

This section describes the material U.S. federal income tax consequences of owning the debt securities that we may
offer. It applies to taxable domestic holders who purchase debt securities that are not original issue discount or zero
coupon debt securities and that were acquired in an initial offering at the offering price. If you purchase these debt
securities at a price other than the offering price, the amortizable bond premium or market discount rules may also
apply to you. You should consult your own tax advisor regarding this possibility.

The tax consequences of owning any debt securities that are zero coupon debt securities, original issue discount debt
securities, floating rate debt securities or indexed debt securities that we offer will be discussed in the applicable
prospectus supplement.

A holder will be taxed on interest on debt securities at ordinary income rates at the time such holder receives the
interest or when it accrues, depending on such holder�s method of accounting for U.S. federal income tax purposes.

A holder�s tax basis in the debt security will generally be its cost. A holder will generally recognize capital gain or
loss on the sale or retirement of a debt security equal to the difference between the amount realized on the sale or
retirement, excluding any amounts attributable to accrued but unpaid interest, and the tax basis in the debt security.

U.S. Federal Income Taxation of Non-U.S. Holders of Debt Securities

The following is a summary of certain U.S. federal income tax consequences of the acquisition, ownership and
disposition of our debt securities applicable to non-U.S. holders. A �non-U.S. holder� is any holder of our debt
securities who is a �foreign person� as defined under �� U.S. Federal Income Taxation of Shareholders � U.S. Federal
Income Taxation of Non-U.S. Shareholders� above.

Interest paid to a non-U.S. holder of debt securities generally will not be subject to U.S. federal income taxes or
withholding taxes if the interest is not effectively connected with the non-U.S. holder�s conduct of a trade or business
within the United States, provided that the non-U.S. holder:

� does not actually or constructively own a 10% or greater interest in us;

� is not a controlled foreign corporation with respect to which we are a �related person� within the meaning of
Section 864(d)(4) of the Code;

� is not a bank receiving interest described in Section 881(c)(3)(A) of the Code; and

� provides the appropriate certification as to its foreign status.
A non-U.S. holder can generally meet this certification requirement by providing a properly executed IRS Form
W-8BEN or W-BEN-E, as applicable, or appropriate substitute form to us, or our paying agent. If a non-U.S. holder
holds our debt securities through a financial institution or other agent acting on its behalf, the non-U.S. holder may be
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required to provide appropriate documentation to its agent. The non-U.S. holder�s agent will then generally be
required to provide appropriate certification to us or our paying agent, either directly or through other intermediaries.
Special certification rules apply to foreign partnerships, estates and trusts, and in certain circumstances certifications
as to foreign status of partners, trust owners or beneficiaries may have to be provided to us or our paying agent.

If a non-U.S. holder does not qualify for an exemption under these rules, interest income from the debt securities may
be subject to withholding tax at the rate of 30% (or lower applicable treaty rate) at the time it is paid. The payment of
interest effectively connected with the non-U.S. holder�s U.S. trade or business, however, would not be subject to a
30% withholding tax so long as the non-U.S. holder provided us or our agent an adequate certification (currently on
IRS Form W-8ECI), but such interest would be subject to U.S. federal income tax on a net basis at the rates
applicable to U.S. holders generally. In addition, if the non-U.S. holder is a foreign corporation and the payment of
interest is effectively connected with its U.S. trade or business, the non-U.S. holder may also be subject to a 30% (or
lower applicable treaty rate) branch profits tax. To claim the benefit of a tax treaty, the non-U.S. holder must provide
a properly-executed IRS Form W-8BEN or W-BEN-E, as applicable, before the payment of interest, and it may be
required to obtain a U.S. taxpayer identification number and provide documentary evidence issued by foreign
governmental authorities to prove residence in the foreign country.

A non-U.S. holder of our debt securities will generally not be subject to U.S. federal income tax or withholding tax
on any amount which constitutes capital gain upon retirement or other disposition of a debt security, unless any of the
following is true: (1) the non-U.S. holder�s investment in our debt securities is effectively connected with its conduct
of a U.S. trade or business; or (2) the non-U.S. holder is a nonresident alien individual holding the debt securities as a
capital asset and is present in the United States for 183 days or more in the taxable year within which sale,
redemption or other disposition takes place, and certain other conditions are met.
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If the non-U.S. holder has a U.S. trade or business and the investment in our debt securities is effectively connected
with that trade or business, the gain on retirement or other disposition of our debt securities would be subject to U.S.
federal income tax on a net basis at the rate applicable to U.S. holders generally. In addition, foreign corporations
may be subject to a 30% (or lower applicable treaty rate) branch profits tax if the investment in the debt securities is
effectively connected with the foreign corporation�s U.S. trade or business.

Other Tax Considerations

Information Reporting Requirements and Backup Withholding Tax

Under certain circumstances, holders of our securities may be subject to backup withholding at a rate of 28% on
payments made with respect to, or cash proceeds of a sale or exchange of, our securities. Backup withholding will
apply only if the holder (1) fails to furnish its taxpayer identification number, referred to in this section as a �TIN�
(which, for an individual, would be his or her social security number), (2) furnishes an incorrect TIN, (3) is notified
by the IRS that it has failed to properly report payments of interest and dividends, or (4) under certain circumstances,
fails to certify, under penalty of perjury, that it has not been notified by the IRS that it is subject to backup
withholding for failure to report interest and dividend payments. Backup withholding will not apply with respect to
payments made to certain exempt recipients, such as corporations and tax-exempt organizations. Prospective
investors should consult their own tax advisors regarding their qualification for exemption from backup withholding
and the procedure for obtaining such an exemption. Backup withholding is not an additional tax. Rather, the amount
of any backup withholding with respect to a payment to a holder of our securities will be allowed as a credit against
such holder�s U.S. federal income tax liability and may entitle such holder to a refund, provided that the required
information is furnished to the IRS. In addition, we may be required to withhold a portion of capital gain distributions
to, or gross proceeds from our redemption of shares or other securities from, any holders who fail to certify their
non-foreign status, if applicable.

Additional issues may arise pertaining to information reporting and backup withholding with respect to foreign
investors, and foreign investors should consult their tax advisors with respect to any such information reporting and
backup withholding requirements. Backup withholding with respect to foreign investors is not an additional tax.
Rather, the amount of any backup withholding with respect to a payment to a foreign investor will be allowed as a
credit against any U.S. federal income tax liability of such foreign investor. If withholding results in an overpayment
of taxes, a refund may be obtained, provided that the required information is furnished to the IRS.

Additional U.S. Federal Income Tax Withholding Rules

Under the Foreign Account Tax Compliance Act, or FATCA, a U.S. withholding tax at a 30% rate will be imposed
on dividends in respect of our shares received by domestic shareholders who own their shares through foreign
accounts or foreign intermediaries and by certain non-U.S. shareholders if certain disclosure requirements related to
U.S. accounts or ownership are not satisfied. In addition, if those disclosure requirements are not satisfied, a U.S.
withholding tax at a 30% rate will be imposed, for payments made after December 31, 2018, on proceeds from the
sale of our common stock received by U.S. shareholders who own their shares through foreign accounts or foreign
intermediaries. If payment of withholding taxes is required, non-U.S. shareholders that are otherwise eligible for an
exemption from, or reduction of, U.S. withholding taxes with respect to such dividends and proceeds will be required
to seek a refund from the IRS to obtain the benefit of such exemption or reduction. We will not pay any additional
amounts in respect of any amounts withheld. Prospective shareholders are encouraged to consult their tax advisors
regarding the possible implications of these new withholding rules on their investment in our shares as well as the
status of any related federal regulations.
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Reporting and Withholding on Foreign Financial Accounts

Under FATCA, certain foreign financial institutions and non-financial foreign entities will be subject to a 30% U.S.
federal withholding tax on dividends on our common and preferred shares unless (i) in the case of a foreign financial
institution, such institution enters into an agreement with the U.S. government (or alternative procedures apply
pursuant to an applicable intergovernmental agreement between the U.S. and the relevant foreign government) to
withhold on certain payments and to collect and provide to the U.S. tax authorities substantial information regarding
U.S. account holders of such institution (which includes certain equity and debt holders of such institution, as well as
certain account holders that are foreign entities with U.S. owners), and (ii) in the case of a non-financial foreign
entity, such entity provides the withholding agent with a certification identifying the direct and indirect U.S. owners
of the entity. In addition, if such disclosure requirements are not satisfied, withholding at a 30% rate on gross
proceeds from the sale or other disposition of our common or preferred shares by such foreign financial institutions
and non-financial foreign entities will generally begin after December 31, 2018. Under certain circumstances, a
non-U.S. shareholder might be eligible for refunds or credits of such taxes. Prospective shareholders should consult
their tax advisors regarding the possible implications of these withholding provisions on the acquisition, ownership,
and disposition of our common and preferred shares. We will not pay any additional amounts in respect of any
amounts withheld.
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Dividend Reinvestment Plan

To the extent that a shareholder receives common shares or preferred shares pursuant to a dividend reinvestment
plan, the U.S. federal income tax treatment of the shareholder and us will generally be the same as if the distribution
had been made in cash. See �U.S. Federal Income Taxation of Shareholders� and �Taxation of the Company � Annual
Distribution Requirement� above.

Legislative or Other Actions Affecting REITs

The rules dealing with U.S. federal income taxation are constantly under review by persons involved in the legislative
process and by the IRS and the U.S. Treasury Department. Changes to the federal tax laws and interpretations of
federal tax laws could adversely affect an investment in our securities.

State and Local Taxes

We are subject to state, local, or other taxation in various state, local, or other jurisdictions, including those in which
we transact business or own property. In addition, a holder of our securities may be subject to state, local, or other
taxation on our distributions in various state, local, or other jurisdictions, including the jurisdiction in which the
holder resides. The tax treatment in such jurisdictions may differ from the U.S. federal income tax consequences
discussed above. Consequently, prospective investors should consult their own tax advisors regarding the effect of
state, local, and other tax laws on their investment in our securities.

Additional Tax Consequences for Holders of Depositary Shares or Rights

See the applicable prospectus supplement for a discussion of any additional tax consequences for holders of
depositary shares or rights offered by such prospectus supplement.

LEGAL MATTERS

Unless otherwise specified in a prospectus supplement, certain legal matters with respect to the validity of any
common shares and preferred shares offered, and certain other legal matters relating to Maryland law, will be passed
upon for us by Ballard Spahr LLP, Baltimore, Maryland. Certain tax matters will be passed upon for us by Honigman
Miller Schwartz and Cohn LLP, Detroit, Michigan. Additional legal matters may be passed upon for us or any
underwriters, dealers or agents, by counsel that we will name in the applicable prospectus supplement.

EXPERTS

The audited financial statements, schedule, and management�s assessment of the effectiveness of internal control over
financial reporting incorporated by reference in this prospectus and elsewhere in the registration statement have been
so incorporated by reference in reliance upon the reports of Grant Thornton LLP, independent registered public
accountants, upon the authority of said firm as experts in accounting and auditing in giving said reports.
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