





LIQUIDITY AND CAPITAL RESOURCES

As discussed above under Economic Outlook, credit and real estate financing markets have experienced significant
deterioration and liquidity disruptions that have caused the spreads on prospective debt financings and the amount of
financing in relation to the property values to widen considerably. These circumstances have materially impacted
liquidity in the debt markets, making financing terms for borrowers like us less attractive, and in certain cases have
resulted in the unavailability of certain types of debt financing. During 2009, there have been indications of
economic improvement and stabilization in the equity markets, however, we expect the market turbulence could
increase in the commercial real estate arena as mortgage financing originated over the past three to seven years
mature.

We believe that as a result of these negative trends, new mortgage financing will continue to be difficult to obtain,
which may negatively impact our ability to finance future acquisitions. Long-term interest rates remain relatively
low by historical standards. On the other hand, we believe the negative trends in the mortgage markets will reduce
property prices and may, in certain cases, reduce competition for those properties.

Cash and Cash Equivalents

At December 31, 2009, we had approximately $9.3 million in cash and cash equivalents compared to $4.8 million at
December 31, 2008. We intend to use this cash to make additional acquisitions and for general corporate purposes.

Our cash and cash equivalents are held in accounts managed by third party institutions and consist of invested cash
and cash in our operating accounts. During 2009, we did not experience any loss or lack of access to our cash or
cash equivalents.

Our liquidity needs consist primarily of cash distributions to shareholders, facility improvements, property
acquisitions, principal payments under our borrowings and non-recurring expenditures. We do not expect that our
operating cash flow will be sufficient to fund our liquidity needs, including the payment of cash dividends to our
shareholders, and instead expect to fund such needs out of additional borrowings of secured or unsecured
indebtedness, and from proceeds of the ongoing private placement of common stock. We expect to obtain additional
mortgages and assumption of existing debt collateralized by some or all of our real property in the future. In
addition, if necessary, we may obtain additional mortgages collateralized by some or all of the nine unencumbered
existing properties. During the last two years we have obtained approximately $22 million per year of net proceeds
in connection with our private placement offering and we anticipate raising at least an equivalent amount of
additional capital in 2010.

Operating Activities

Net cash provided by operating activities during the year ended December 31, 2009 was approximately $211,000
compared to net cash provided by operating activities of approximately $684,000 for the year ended December 31,
2008. The decrease in cash provided by operating activities was due to increased general and administrative
expenses.

Investing Activities

Net cash used in investing activities was approximately $21.1 million in 2009 consisting primarily of $22.5 million
to purchase five properties, an investment in two joint ventures and property improvements offset by a collection of
$0.7 million from prior year sales of properties delayed by the bankruptcy of a third party 1031 intermediary. Net
cash used in investing activities during the year ended December 31, 2008 was approximately $21.4 million, which
consisted of the purchase of three properties and improvements totaling $23.0 million reduced by the proceeds from
seven sales of undivided interests in four properties resulting in cash proceeds received of $3.9 million and a
decrease of $1.7 million in deposits at a bankrupt institution.
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Financing Activities

Net cash provided by financing activities for the year ended December 31, 2009 was approximately $25.4 million,
which primarily consisted of $22.5 million net proceeds from the sale and issuance of our common stock and net
increase of mortgage notes payable of $5.5 million, offset by dividend payments of $2.4 million and repurchase of
approximately $0.4 million of common stock.

Net cash provided by financing activities for the year ended December 31, 2008 was approximately $20.6 million,
which primarily consisted of $22.7 million net proceeds from issuance of common stock, offset by dividend
payments of $1.4 million and net pay down of mortgage notes payable of $0.9 million.

Contractual Obligations

We sold an undivided 5.99% interest in the Garden Gateway Plaza and, as a result, are in technical default of a
covenant on our Garden Gateway Plaza loan. We believe that we have reached an agreement with the lender to cure
the default of the covenant with the payment of a fee of approximately $50,000. The Company is current with
respect to payments due under the loan, is performing on all other conditions and covenants of the loan and does not
anticipate that the lender will exercise its right to call the loan.

We are in compliance with all conditions and covenants of our other loans.

The following table provides information with respect to the maturities and scheduled principal repayments of our
secured debt and interest payments on our fixed-rate debt at December 31, 2009 and provides information about the
minimum commitments due in connection with our ground lease obligation. Our secured debt agreements contain
covenants and restrictions requiring us to meet certain financial ratios and reporting requirements. Non-compliance
with one or more of the covenants or restrictions could result in the full or partial principal balance of such debt
becoming immediately due and payable.

Less than a year 1-3 Years 35 Years More than 5 Years
2010 (2011-2012) (2013-2014) (After 2014) Total
Principal payments - secured debt ~ § 658,687  § 4341535 § 9899980 § 12095300 § 26,995,502
Interest payments - fixed rate debt 1,334,213 2,439,397 1,804,728 670,227 6,248,565
Interest payments - Variable rate
debt 252,293 488,412 464,771 2,557,922 3,763,398
Ground lease obligation (1) 20,040 41,194 43820 1,115,294 1,220,348

§ 2265233 § 7310538 § 12213299 § 16438743 § 38227813

(1) Lease obligations represent the ground lease payments due on our World Plaza property.
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Other Liquidity Needs

We are required to distribute 90% of our REIT taxable income (excluding capital gains) on an annual basis in order
to qualify and maintain our qualification as a REIT for federal income tax purposes. Accordingly, we intend to
continue to make regular quarterly distributions to our common shareholders and preferred shareholders from cash
flow from operating activities. Although we are not contractually bound to make regular quarterly dividend
distributions to our common stock holders, under the terms of our charter we are required to make annual dividend
distributions in the aggregate amount of $87,850 to the holders of our Series AA Preferred Stock. We may be
required to use borrowings or other sources of capital, if necessary, to meet REIT distribution requirements and
maintain our REIT status. In the past, as noted above, we have distributed cash amounts in excess of our taxable
income resulting in a return of capital to our shareholders, and we currently have the ability to refrain from
increasing our distributions while still meeting our REIT requirement for 2010. If our net cash provided by operating
activities and gains on sale of real estate (assuming we are successful in selling any of our properties) do not exceed
our intended distributions to our common shareholders, we would have to borrow funds or use proceeds of our
ongoing common stock offering to pay the distribution or reduce or eliminate the distribution. We consider market
factors and our historical and anticipated performance in addition to REIT requirements in determining our
distribution levels.

Until proceeds from our offering are fully invested and our acquired properties are generating operating cash flow
sufficient to fully cover distributions to our shareholders, we intend to pay a portion of the distributions to our
shareholders from the proceeds of our ongoing common stock private placement offering or from borrowings in
anticipation of future cash flows, as deemed appropriate. On January 31, 2009, we paid a regular quarterly cash
dividend of $0.15 per common share to shareholders of record on December 31, 2008. This dividend is equivalent to
an annual rate of $0.60 per share. On February 10, 2009, our board approved a cash dividend to common
shareholders of record on March 31, 2009 of $0.1428 per share. In addition, we are required to pay dividends to our
Series AA Preferred shareholders in accordance with the terms of our articles of incorporation. These dividends
totaled an aggregate of $87,850 for 2009 and 2008.

Capitalization

As of December 31, 2009, our total debt as a percentage of total capitalization was 20.7% and our total debt and
liquidation value of our preferred equity as a percentage of total market capitalization was 21.6%, which was
calculated based on the offering price per share of our common stock of $10.00 under our ongoing current private
placement of our common stock..

Shares at Aggregate % of Total
December Principal Market
31, 2009 Amount or $ Capitalization
Value
Equivalent
Debt:
Total debt $26,995,502 20.7%
Equity:
Convertible Series AA preferred stock (1) 50,200 $1,255,000 0.9%
Common stock outstanding (2) 10,224,262 102,242,620 78.4%
Total equity $103,497,620 79.3%
Total Market Capitalization $130,493,122

(1) Value based on $25.00 per share liquidation preference.
(2) Value based on $10.00 per share the current price of shares being sold under the current private placement
offering.
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Off-Balance Sheet Arrangements

As of December 31, 2009 and 2008, we do not have any off-balance sheet arrangements or obligations, including
contingent obligations.

Capital Expenditures, Tenant Improvements and Leasing Costs

We currently project that during 2010 we could spend an additional $200,000 to $800,000 in capital improvements,
tenant improvements, and leasing costs for properties within our portfolio. Capital expenditures may fluctuate in any
given period subject to the nature, extent, and timing of improvements required to the properties. We may spend
more on gross capital expenditures during 2010 compared to 2009 due to rising construction costs and the
anticipated increase in property acquisitions in 2010. Tenant improvements and leasing costs may also fluctuate in
any given year depending upon factors such as the property, the term of the lease, the type of lease, the involvement
of external leasing agents and overall market conditions.

Non-GAAP Supplemental Financial Measure: Funds From Operations (“FFO”)

FFO for 2009 increased by $55,053, or 39.3%, to $195,131 as compared to $140,078 in 2008. The following is a
reconciliation of net income available to common shareholders (which we believe is the most comparable GAAP
measure) to FFO.

Management believes that FFO is a useful supplemental measure of our operating performance. We compute FFO
using the definition outlined by the National Association of Real Estate Investment Trusts (“NAREIT”). NAREIT
defines FFO as net income (loss) in accordance with GAAP, plus depreciation and amortization of real estate assets
(excluding amortization of deferred financing costs and depreciation of non-real estate assets) reduced by gains and
losses from sales of depreciable operating property and extraordinary items, as defined by GAAP. Other REITs may
use different methodologies for calculating FFO and, accordingly, our FFO may not be comparable to other REITs.
Because FFO excludes depreciation and amortization, gains and losses from property dispositions that are available
for distribution to shareholders and extraordinary items, it provides a performance measure that, when compared
year over year, reflects the impact to operations from trends in occupancy rates, rental rates, operating costs,
development activities, general and administrative expenses and interest costs, providing a perspective not
immediately apparent from net income. In addition, management believes that FFO provides useful information to
the investment community about our financial performance when compared to other REITs since FFO is generally
recognized as the industry standard for reporting the operations of REITs. However, FFO should not be viewed as
an alternative measure of our operating performance since it does not reflect either depreciation and amortization
costs or the level of capital expenditures and leasing costs necessary to maintain the operating performance of our
properties which are significant economic costs and could materially impact our results from operations.

The following table presents our FFO for the years ended December 31, 2009 and 2008. FFO should not be
considered an alternative to net income (loss), as an indication of our performance, nor is FFO indicative of funds
available to fund our cash needs or our ability to make distributions to our shareholders. In addition, FFO may be
used to fund all or a portion of certain capitalizable items that are excluded from FFO, such as capital expenditures
and payments of debt, each of which may impact the amount of cash available for distribution to our shareholders.

Year ended December 31,

2009 2008
INEE LOSS 1.vieuitieeiieeeiti e et et e ettt e et e e e be e st e e s be e abeessbeesaseessseessseesaseessseasssaessseesaseenssens $ (2533527) $ (2,110,519)
Adjustments:
Preferred stock dividends..........ceeecvviieeeiiieiiiiie e (87,850) (87,850)
Depreciation and amoOrtiZation...........eeveerrveeerierniieereeeieeesee et esee e siee e 2,186,303 2,087,877
Joint venture real estate depreciation and amortization.......................... 849,654 209,546
Loss (gain) from sale of real €State .........covveevierniiiiniiiiieeeeeieeeeeeeee e (219.449) 41,024
Funds from Operations ..........cocceceereeneenieenienienieneeneeeee et $ 195,131 $ 140,078

For the year December 31, 2009, FFO was materially affected by the larger increase in general and administrative
expenses of approximately $0.6 million, a 38% increase. FFO has also been affected by lower yields on our
investment of excess cash balances. We anticipate FFO to improve as we continue to acquire properties and earn
rental revenues on properties recently acquired without substantial increases in general and administrative expenses.
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Inflation

Since the majority of our leases require tenants to pay most operating expenses, including real estate taxes, utilities,
insurance and increases in common area maintenance expenses, we do not believe our exposure to increases in costs
and operating expenses resulting from inflation would be material.

Segments Disclosure

Our reportable segments consist of mortgage activities and the four types of commercial real estate properties for
which our decision-makers internally evaluate operating performance and financial results: Residential Properties,
Office Properties, Retail Properties and Self-Storage Properties. We also have certain corporate level activities
including accounting, finance, legal administration and management information systems which are not considered
separate operating segments.

Our chief operating decision maker evaluates the performance of our segments based upon net operating income.
Net operating income is defined as operating revenues (rental income, tenant reimbursements and other property
income) less property and related expenses (property expenses, real estate taxes, ground leases and provisions for
bad debts) and excludes other non-property income and expenses, interest expense, depreciation and amortization,
and general and administrative expenses. There is no intersegment activity.

See the accompanying financial statements for a Schedule of the Segment Reconciliation to Net Income Available to
Common Shareholders.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not required.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by this item are filed with this report as described under Item 15.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
ITEM 9A(T). CONTROLS AND PROCEDURES

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in
the SEC’s rules and forms, and that such information is accumulated and communicated to management, including
our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure based closely on the definition of “disclosure controls and procedures” in Rule 13a-14(c). In designing
and evaluating the disclosure controls and procedures, management recognized that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, and management necessarily was required to apply its judgment in evaluating the cost-benefit
relationship of possible controls and procedures.

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our management, including our Chief Executive Officer and our Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures. Based upon that evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were
effective as of the end of the period covered by this report.
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Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the fiscal quarter ended
December 31, 2009 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Exchange Act Rules 13a-15(f). Under the supervision and with the participation of our
management, including our principal executive officer and principal financial officer, we conducted an evaluation of
the effectiveness of our internal control over financial reporting based on the framework in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on our evaluation under the framework in Internal Control — Integrated Framework, our management concluded
that our internal control over financial reporting was effective as of December 31, 2009.

Pursuant to temporary rules of the Securities and Exchange Commission, our management’s report on internal
control over financial reporting is furnished with this annual report and shall not be deemed to be “filed” for
purposes of Section 18 of the Securities Exchange Act of 1934 or otherwise subject to the liabilities of that section,
nor shall it be deemed to be incorporated by reference in any filing under the Securities Act of 1933 or Securities
Exchange Act of 1934.

This annual report does not include an attestation report of our independent registered public accounting firm
regarding our internal control over financial reporting. Management’s report on internal control over financial
reporting was not subject to attestation by our independent registered public accounting firm pursuant to temporary
rules of the Securities and Exchange Commission that permit us to provide only our management’s report on
internal control over financial reporting in this annual report.
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ITEM 9B. OTHER MATTERS

On October 16, 2009, we held our Annual Meeting of Shareholders. On October 16, 2009, the independent inspector
of election for the meeting certified that our shareholders took the following actions:

(a) Our shareholders elected William Allen, David Bruen, Larry G. Dubose, Jack K. Heilbron, Sumner J. Rollings,
Thomas E. Schwartz and Bruce Staller as directors to serve for a term ending at the 2010 Annual Meeting of
Shareholders and until their successors are duly elected and qualified. The votes cast with respect to each nominee
are set forth below.

Votes For Votes Against Broker Non-

or Withheld Votes
William Allen 3,979,387 16,755 0
David Bruen 3,984,430 11,712 0
Larry G. Dubose 3,984,265 11,876 0
Kenneth W. Elsberry* 3,979,810 16,332 0
Jack K. Heilbron 3,990,892 5,250 0
Sumner J. Rollings 3,993,565 2,577 0
Thomas E. Schwartz 3,985,104 11,038 0
Bruce Staller 3,986,892 15,250 0

(b) Our shareholders did not approve a series of related proposals to amend our Bylaws and Articles of
Incorporation, which unapproved proposals included the following: (i) changing the meeting date for our annual
meeting of shareholders, (ii) correcting an inconsistency in the number of directors set forth in our Bylaws and
Articles of Incorporation, (iii) providing that a reduction in the number of our authorized directors below five would
require a super-majority vote of the shareholders, (iv) allowing for certain investments for hedging purposes only
and not speculation, (v) allowing us to form and use additional types of company structures to hold our investments,
(vi) authorizing the issuance of redeemable preferred stock, and (vii) removing all references to “advisors” and
“advisory contracts” in our Bylaws and Articles of Incorporation. The votes cast with respect to each proposal are
set forth below:

Votes For  Votes Against or Broker Non-Votes

Withheld

(1) Provide for Change in 3,886,848 297,356 0
Shareholder Meeting Date
(ii) Correct Inconsistency for 3,608,008 576,196 0
Number of Directors
(iii) Require Super-Majority for 3,811,067 366,881 0
Reduction of Directors to Less
than Five (5)
(iv) Allow Certain Investments for 3,616,966 560,982 0
Hedging Purposes only and not
Speculation
(v) Allow Additional Company 3,680,111 504,093 0
Structures that may be used for
Investment in Real Property
Ownership
(vi) Allow for Issuance of 3,560,727 623,477 0
Redeemable, Voting Equity
Preferred Stock
(vii) Remove all References to 3,608,008 576,196 0
Advisor and Advisory Contracts

*On October 22, 2009, we filed a Form 8-K (the “Original 8-K”) reporting that each of the proposals listed above
had been approved by our shareholders. On November 2, 2009, we amended and restated the Original 8-K (the
“Revised 8-K”) to disclose that the amendments to our Bylaws and Articles of Incorporation has not been approved
by our shareholders. However, as of the date of the 2009 Annual Meeting of Shareholders, the date of the Revised
8-K and the date of this Annual Report on Form 10-K, the total number of directors authorized for election under
our Bylaws and Articles of Incorporation was and is seven (7). As a result, the Revised 8-K was incorrect in its
statement that all eight (8) directors were elected by the shareholders. Given that the three (3) directors with the
lowest vote totals all had the same number of votes, our management determined that Kenneth W. Elsberry was the
eighth director and therefore was not elected to our board of directors at the 2009 Annual Meeting of Shareholders.
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item is set forth under the captions “Board of Directors” and “Executive Officers of
the Company” and “Section 16(a) Beneficial Ownership Reporting Compliance” in our definitive Proxy Statement
for the 2010 Annual Meeting of Shareholders, to be filed pursuant to Regulation 14A, and is incorporated herein by
reference. The Annual Meeting of Shareholders is presently scheduled to be held on May 21, 2010.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is set forth under the caption “Executive Compensation” in our definitive
Proxy Statement for the 2010 Annual Meeting of Shareholders, to be filed pursuant to Regulation 14A, and is
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED SHAREHOLDER MATTERS

The information required by this item is set forth under the caption “Security Ownership of Certain Beneficial
Owners and Management” in our definitive Proxy Statement for the 2010 Annual Meeting of Stockholders, to be
filed pursuant to Regulation 14 A, and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

The information required by this item is set forth under the caption ‘“Related Party Transactions” in our definitive
Proxy Statement for the 2010 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A, and is
incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is set forth under the caption “Independent Registered Public Accounting

Firm Fees and Services” in our definitive Proxy Statement for the 2010 Annual Meeting of Stockholders, to be filed
pursuant to Regulation 14A, and is incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Documents Filed. The following documents are filed as part of this report:

(1) Financial Statements. The following reports of Squar, Milner, Peterson, Miranda and Williamson, LLP, JH Cohn
LLP and financial statements:

e Report of Squar, Milner, Peterson, Miranda and Williamson, LLP, Independent Registered Public
Accounting Firm

* Report of JH Cohn, LLP, Independent Registered Public Accounting Firm

¢ Balance Sheets as of December 31, 2009 and 2008

* Statements of Operations for the years ended December 31, 2009 and 2008

e Statements of Stockholders’ Equity for the years ended December 31, 2009 and 2008
e Statements of Cash Flows for the years ended December 31, 2009 and 2008

* Notes to Financial Statements

(2) Financial Statement Schedules.

Financial statement schedules have been omitted for the reason that the required information is presented in
financial statements or notes thereto, the amounts involved are not significant or the schedules are not applicable.

(3) Exhibits. See subsection (b) below.
(b) Exhibits.

An Index to the Exhibits as filed as part of this Form 10-K is set forth below:

Exhibit
Number Description
3.1 Articles of Incorporation filed January 28, 1999 (A)
3.2 Certificate of Determination of Series AA Preferred Stock filed April 4, 2005 (A)
3.3 Bylaws of NetREIT (A)
34 Audit Committee Charter (A)
3.5 Compensation and Benefits Committee Charter (A)
3.6 Nominating and Corporate Governance Committee Charter (A)
3.7 Principles of Corporate Governance of NetREIT (A)
4.1 Form of Common Stock Certificate (A)
4.2 Form of Series AA Preferred Stock Certificate (A)
4.3 Registration Rights Agreement 2005 (A)
4.4 Registration Rights Agreement 2007 (A)
10.1 1999 Flexible Incentive Plan (A)
10.2 NetREIT Dividend Reinvestment Plan (A)
10.3 Form of Property Management Agreement (A)
10.4 Option Agreement to acquire CHG Properties (A)
10.5 Employment Agreement as of April 20, 1999 by and between the Company and Jack K.

Heilbron (B)
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Exhibit

Number Description
10.6 Employment Agreement as of April 20, 1999 by and between the Company and Kenneth W.
Elsberry (B)
10.7 Lease Agreement by and between Philip Elghanian and DV A Healthcare Renal Care, Inc. dated
February 6, 2009 1.
10.8 Assignment and Assumption of Lease by and between Philip Elghanian and Fontana Medical
Plaza, LLC. dated February 19, 20092.
10.9 Standard Offer, Agreement and Escrow Instructions for Purchase of Real Estate between Philip
Elghanian and Hovic Perian and Rima Perian dated September 8, 20083.
10.10 Assignment and Assumption of Purchase Agreement Philip Elghanian and Fontana Medical
Plaza, LLC. dated February 19, 2009%.
10.11 Additional and/OR Amendment to Escrow Instructions between Fontana Medical Plaza, LLC
and Hovic Perian and Rima Perian dated February 18, 2009°,
10.12 Buyer Final Closing Statement dated February 20, 2009°.
10.13 Loan Assumption and Security Agreement, and Note Modification Agreement’.
10.14 Promissory Note®.
20.1 Notice of Adjournment of Annual Meeting of Shareholders to be held October 16, 2009’
31.1 Certificate of the Company’s Chief Executive Officer (Principal Executive Officer) pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002, with respect to the registrant’s Annual
Report on Form 10-K for the year ended December 31, 2008.
31.2 Certification of the Company’s Chief Financial Officer (Principal Financial and Accounting
Officer) pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, with respect to the
registrant’s Annual Report on Form 10-K for the year ended December 31, 2008.
32.1 Certification of principal executive officer and principal financial officer pursuant to 18 U.S.C.

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

™ Previously filed as an exhibit to the Form 10 for the year ended December 31, 2007.
® Previously filed as an exhibit to the amended Form 10 for the year ended December 31, 2007 filed June 26, 2009.
" Originally filed as Exhibit 10.1 on Form 8-K filed February 25, 2009.

? Originally filed as Exhibit 10.2 on Form 8-K filed February 25, 2009.

? Originally filed as Exhibit 10.3 on Form 8-K/A filed on March 2, 2009.

* Originally filed as Exhibit 10.4 on Form 8-K filed February 25, 2009.

> Originally filed as Exhibit 10.5 on Form 8-K filed February 25, 2009.

% Originally filed as Exhibit 10.6 on Form 8-K filed February 25, 2009.

7 Originally filed as Exhibit 10.7 on Form 8-K filed August 27, 2009.

¥ Originally filed as Exhibit 10.8 on Form 8-K filed August 27, 2009.

? Originally filed as Exhibit 20.1 on Form 8-K filed October 2, 2009.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

NETREIT.
By: /s/ Jack K. Heilbron

Jack K. Heilbron
Date: March 30, 2010 Chief Executive Officer

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and
appoints Jack K. Heilbron and Kenneth W. Elsberry, jointly and severally, as his true and lawful attorneys-in-fact
and agents, each with full power of substitution and resubstitution, for him and in his name, place and stead, in any
and all capacities, to sign any and all amendments to this Annual Report on Form 10-K, and to file the same, with all
exhibits thereto, and other documents in connection therewith, with the Securities and Exchange Commission,
granting unto said attorneys-in-fact and agents full power and authority to do and perform each and every act and
thing requisite and necessary to be done in connection therewith, as fully to all intents and purposes as he might or
could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or their substitute or
substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Jack K. Heilbron Director, Chairman of the Board and Chief Executive Officer = March 30, 2010
Jack K. Heilbron (Principal Executive Officer)
/s/ Kenneth W. Elsberry Chief Financial Officer March 30, 2010
Kenneth W. Elsberry (Principal Financial and Accounting Officer)
/s/ Larry G. Dubose Director, Executive Vice President — Model Homes Division March 24, 2010
Larry G. Dubose
/s/ David T. Bruen Director March 24, 2010
David T. Bruen
/s/ Sumner J. Rollins Director March 24, 2010
Sumner J. Rollins
/s/ Thomas E. Schwartz Director March 24, 2010
Thomas E. Schwartz

Director March __, 2010
Bruce A. Staller
/s/ William H. Allen Director March 24, 2010

William H. Allen
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and
Shareholders of NetREIT

We have audited the accompanying consolidated balance sheet of NetREIT as of December 31, 2009, and the
related statements of operations, shareholders’ equity and cash flows for the year then ended. These financial
statements are the responsibility of NetREIT’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. NetREIT was not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included consideration over
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of NetREIT’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of NetREIT as of December 31, 2009, and its results of operations and cash flows for the year then
ended, in conformity with accounting principles generally accepted in the United States of America.

/s/ Squar, Milner, Peterson, Miranda & Williamson, LLP
San Diego, California
March 30, 2010
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and
Shareholders of NetREIT

We have audited the accompanying consolidated balance sheet of NetREIT as of December 31, 2008, and the
related statements of operations, shareholders’ equity and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of NetREIT as of December 31, 2008, and its results of operations and cash flows for the year then
ended, in conformity with accounting principles generally accepted in the United States of America.

/s/ JH Cohn LLP
San Diego, California
May 15, 2009
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NetREIT
Consolidated Balance Sheets
December 31, 2009 and 2008

December 31, December 31,

2009 2008
ASSETS
REal ESLALE ASSELS, TIE.ceeeeeerieeeeeeeeeeeeeeeeeeeeeeaeeeeeeeseeeeareeeeeeseeesesaeeeeessessssnaeeees $ 69,829,603 $ 43,375,860
Lease intangibles, NET ......cooveiiiiiriiiiiiiieeiie ettt 719,857 699,749
Land purchase OPtioN........cccueeiiierieiniienieeieete ettt 1,370,000 1,370,000
Investment in real €State VENLUIES ........ceeeeeeeeeiurreeeeeeeeeiirreeeeeeeeeiierrereeeeeeeenrneeens 14,192,629 16,455,043
Mortgages receivable and INETeSt ........ccveerueeerieiiiiirieeie ettt 920,216 3,052,845
Cash and cash eqUIVALENLS .........coocueiiiiiiieiiiieieteeeee et 9,298,523 4,778,761
ReSrICted CASI.....uvviiiiiiieiieeeee e e 296,395 673,507
TeNant reCEIVADIES, TMET ....ueeeeieeeee s 163,875 99,180
Due from related Party.........cceceeeeereereinenieiie e 20,081 39,432
Deposits on potential aCQUISILIONS .....c.eevuereerierieniiniieienieeieneeneeneee e — 367,498
(075 0T = T 1o 1 =1 R 3,180,658 1,519,005
TOTAL ASSETS .ot et $ 99,991,837 $ 72,430,880
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:
Mortgage NOtes PAYADIE .........ccvevuiriririririeeceeee e $ 26995502 $ 21,506,957
Accounts payable and accrued labilities ..........ccocceervieeviinnienneciiiieneens 1,923,811 1,729,675
Dividends payable.........c.cccoceriiriiiiieiiiiienieeeeeee e 649,008 754,576
Tenant Security dePOSILS.......ccoeeruieriieiieiiinieiieeere et 258.455 217.021
TOtal HADIIILIES ..eeeeevieeeeiiie ettt et e e et e e e et e e et e e eavaeeas 29,826,776 24,208,229
Commitments and contingencies
Shareholders’ equity:
Undesignated preferred stock, no par value, shares authorized:
8,995,000, no shares issued and outstanding at December 31, 2009 and
2008 ..o e e e eenaaean — —
Series A preferred stock, no par value, shares authorized: 5,000, no
shares issued and outstanding at December 31, 2009 and 2008 ............. — —

Convertible Series AA preferred stock, no par value, $25 liquidating

preference, shares authorized: 1,000,000; 50,200 shares issued and

outstanding, liquidating value of $1,255,000 at December 31, 2009

ANA 2008 ...t e e e e et e e e e e eeaaas 1,028,916 1,028,916
Common stock Series A, no par value, shares authorized: 100,000,000;

10,224,262 and 6,766,472 shares issued and outstanding at December

31, 2009 and 2008, reSPectiVely .........ccceveeeeierienieniininieieieieieeie s 85,445,674 56,222,663
Common stock Series B, no par value, shares authorized: 1,000, no

shares issued and outstanding at December 31, 2009 and 2008 ............. — —
Additional paid-in capital ...........ccccoeviieiiniiiniii e 433,204 433,204
Dividends paid in excess of accumulated 10SSes.........c.cccoeevieciieciiniennnens (21,104,741) (9.462.132)
Total NetREIT shareholder’s equity ........c.ccceevveeeneerniieeieenniieneenieeeieens 65,803,053 48,222,651
NoNCONrolling INLETESES .......coeevuieriieiieieniienieeeere et ene s 4,362,008 —
Total Shareholders’” €qUILY ......c.cceveereeriierieriinienieeeeee et 70,165,061 48,222,651
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY ..................... $§ 99991837 $ 72.430.880

See notes to consolidated financial statements.
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NetREIT
Consolidated Statements of Operations
Years ended December 31, 2009 and 2008

Year Ended Year Ended
December 31, December 31,
2009 2008
ReNtAl INCOME ....cuvviiiiiiiiieciiecteeeee ettt e tee e stb e e aaeetbeeeeeeenes $ 5.479.783 3 5,107,410
Costs and expenses:
TIEET@SE ..venereeiiiecte ettt ettt et e et eette e e e e teeebaeenbesesbaeebeeenbaenareeans 998,351 1,186,481
Rental Operating COSES......euvutiriiiriiiniienieerieeeee ettt 2,671,173 2,507,664
General and admiNiStrAtiVE ..........c.uvveeeeeeieeiiiieeee et e eeeectreeeeeeeeeeanns 2,325,846 1,678,576
Depreciation and amortiZation.........cc..eevereereeneenennienieneeneeneeereeeenieens 2,186,303 2.087.877
Total COStS AN EXPEINSES ...uveruvirnririieiienieeieeteeite ettt ettt sae e 8,181,673 7.460.598
Other income (expense):
TNEETEST INCOIME ... uvvveeieiiieieieieeeeeeeeeeeeeeaeaeaaaaaeaeaeaeaaaeaaesaaaasasssesesssssssssssessesaes 85,840 336,600
Gain (loss) on sale of real State ..........cccuveeeeeiiiieeiiiee e 219,449 (41,024)
Equity in losses of real estate VENLUIES .........coceeeveeernieeesieennieensieenieenieens (112,958) (40,723)
Other EXPEIISE ...c.eeeniiiniiiiieiieie ettt ettt et e e s (289) (12.,184)
Total Other INCOIME ......ccuvviieeiiieeeiieeeeieee e tee et e et e e ste e e e e ereeeeeraeesseseeens 192,042 242,669
Net loss before noncontrolling interests ...........c.ccceeerieeiieciierienieeneeneeneeneenne. (2,509.,848) (2,110,519)
Income attributable to noncontrolling iNtErests ...........ceeeeververeeneeneenernuenne. 23,679 —
INEE LOSS .evteerieeiieeeiiee sttt e et e ettt e st e ettt e s b e e tbeesabeesbeessaeensseensaeesseesneesseesaesnses (2,533,527) (2,110,519)
Preferred stock dividends ..........coccueeiiierieeiiieniecieee e (87,850) (87,850)
Loss available to common shareholders .............cccecvevieviieiieienierieneeie e $ (2.621377) $  (2.198.369)
Loss per common share — basic and diluted ) ............c.cocoovoivoeveeeeeieeeee. $ 0.31) $ 0.41)
Weighted average number of common shares outstanding — basic and
QEIUEEd Voo 8,344,054 5,337,709

(1) Data is adjusted for a 5% stock dividend declared in December 2009.

See notes to consolidated financial statements.
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Balance December 31,

Sale of common stock
and warrants at $10 per
share

Stock issuance cos!

Repurchase of common

stock ...

Exercise of stock options .....

Vesting of restricted
stock previously issued ......

Exercise of warrants

Net loss

Dividends
paid/reinvested...................

Dividends (declared)/
reinvested........ocevveeeeruennen

Balance, December 31,

Sale of common stock
and warrants at $10 per
share

Stock issuance costs...

Repurchase of common
SEOCK .vcviiiiiiccce

Exercise of stock options

Exercise of warrants.............

Vesting of restricted
stock previously issued ......

Contributed capital of
noncontrolling interests

Net 0SS ....oveviviiiieiiiiiicins

Dividends
paid/reinvested

Stock dividend declared

Dividends (declared)/
reinvested....

Balance, December

NetREIT

Consolidated Statements of Shareholders’ Equity
Years ended December 31, 2009 and 2008

See notes to consolidated financial statements.
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Dividends
Convertible Paid Total
Series AA Additional  in Excess of NetREIT
Preferred Stock Common Stock Paid-in Accumulated Shareholders’ Noncontrolling
Shares Amount Shares Amount Capital Losses Equity Interests Total

50,200 $ 1,028,916 3,835958 $ 31,299,331 $ 433,204 $(3,483,546)  $29,277,905 $ $ 29,277,905
2,691,255 26,912,553 26,912,553 26,912,553

(4,202,029) (4,202,029) (4,202,029)

(9,275) (82,190) (82,190) (82,190)

22,248 141,274 141,274 141,274

12,144 119,575 119,575 119,575

485 4,530 4,530 4,530

(2,110,519) (2,110,519) (2,110,519)

121,734 1,156,424 (2,240,296) (1,083,872) (1,083,872)

91,923 873,195 (1.627.771) (754.576) (754.576)

50,200 1,028,916 6,766,472 56,222,663 433,204 (9,462,132) 48,222,651 48,222,651
2,707,381 27,055,384 27,055,384 27,055,384

(4,520,490) (4,520,490) (4,520,490)

(50,011) (439,842) (439,842) (439,842)

13,528 110,202 110,202 110,202

60 630 630 630

23,807 202,000 202,000 202,000

4,338,329 4,338,329
(2,533,527) (2,533,527) 23,679 (2,509,848)
201,998 1,919,811 (3,564,758) (1,644,947) (1,644,947)

482,027 4,145,432 (4,145,432) — —
79.000 749.884 (1.398.892) (649.008) (649.008)

50,200 $ 1,028,916 10,224,262 $ 85445674 $ 433,204  $(21,104,741)  $65,803,053 $ 4,362,008 $ 70,165,061




NetREIT
Consolidated Statements of Cash Flows
Years ended December 31, 2009 and 2008

Year Ended Year Ended
December 31, December 31,
2009 2008
Cash flows from operating activities:
INEE LOSS..veeutiieiteeeiie et e ettt e et e e vt e et e e teeebeeebeeesbeessseesseessseesseesasesaseessseensaessseenseennes $ (2,533,527) $ (2,110,519)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortiZation..........cec.eeeerierierienienienierieneeeesieeeesieeeeseeeeenee 2,186,303 2,087,877
StOCK COMPENSALION ..ottt ettt ettt ettt et ettt et et ebesaeenaes 202,000 119,575
Loss (gain) on sale of real €State ...........coeevuerieienernienieieneeteeereseeeeseeeee (219,449) 41,024
Bad debt EXPENSE ......ccuverueruieiieiieieeiteie ettt st 132,964 60,717
Distributions from real eState VENTUIES ........cccuvvveeeeiveiieeeieeeeeeeieeeeeeeeeeieeeeeeenn 419,782 118,465
Equity in losses of real estate VENTUIES ...........ccceeeerererienieiereeeenieneenseneennenes 112,958 40,723
Income attributable to noncontrolling interests...........cceevvevverveererererenuennenes 23,679 —
Changes in operating assets and liabilities:
Deferred rent receivable ..........c..oooiviiiiiiiiiiiiieecee e (85,267) (88,578)
Tenant reCEIVADIES ......cc.eeeiiiciieciieciie ettt e e e re e saaeereeeens (197,659) (117,261)
ORI ASSELS....uviieeiiiiieeiieeeiiee et ettt e et e e e et e e e eeve e e etee e e aaaeeeaseeesasaeeesseeeansneeas (85,581) (376,978)
Accounts payable and accrued labilities ..........c.cocevverenerienienininineneneieeeeee 193,826 885,126
Due from related Parties .........coceevereerierieninieieneeieseeee et 19,351 79,015
Tenant SECUTity dEPOSIES.......eeverterieriieierieetenteeie st ettt e bt etesbeereseeetesbeeasenee 41,434 (55.660)
Net cash provided by operating aCtiVities..........cceuereeruereeniereenieneeneneeieneeseeseeeens 210,814 683,526
Cash flows from investing activities:
Real eState INVESIMENTS .......eciuiieiiieeiieciie et eeiie et eetteereeeteeaeeeaeesteeebeessaeensaesaneens (20,843,599) (22,997,254)
Investments in real €State VENTUIES ..........cveeeueeeieerireeieeeiieereesreeereesreereeseveeseenens (1,695,894) —
Proceeds received from sale of real estate 739,449 3,929,243
Deposits on potential aCqUISIHONS .........c.coereriirierieieieinenteeeereeeese e 367,498 (367,498)
Issuance of mortgages reCeivable........coceviriiriirieniniiniinieieceeeceeee e — (244,074)
Restricted cash 377,112 24,387
Proceeds from short-term investments — 20,457
Deposit held at bankrupt inSEUHON .....cc.cevveeierierieriieieneeeeee e — (1,740,358)
Net cash used in INVeStING ACLIVITIES ....eeuverurerierieerieriieienteieeitetesieete e eeens (21,055.434) (21,375.097)
Cash flows from financing activities:
Proceeds from mortgage notes payable.........c..coeoveieirieninienienieieieeneeee 15,794,117 10,447,500
Repayment of mortgage notes payable ..........cccovveevirienieneenenieneneeceeceeeee (10,305,572) (11,360,859)
Net proceeds from issuance of cOMMON StOCK .......ccuerverierieniieienienieieeieieeeene 22,534,896 22,710,524
Repurchase of common SOCK .......c..coouereeviiniiiiniiiinieieneecececee e (439,844) (82,190)
EXercise Of StOCK OPHONS ....ccuviruiiiiriieiieiteierieteeiterie sttt 110,202 141,274
Exercise of warrants.................. 630 4,530
Deferred stock issuance costs.... 69,476 109,984
DivIidends Paid ......cc.eeeeruieierieiieiieieeeete ettt ettt et (2.399.523) (1.381.090)
Net cash provided by financing aCtiVities ..........coceeveeveriererieninieneneeneerene e 25.364.382 20,589,673
Net increase (decrease) in cash and cash equUIVAlENtS .........ccceevveeiererieniieiienienieneeiee 4,519,762 (101,898)
Cash and cash equivalents:
Beginning Of YEAT ...c..ccueiiiiiiiriirierict ettt 4.778.761 4.880,659
BN OF JEAT ..ottt ettt ettt ettt se st bt bt et beseebese s ese s esensenas $ 9,298,523 $ 4.778.761
Supplemental disclosure of cash flow information:
INEETESE PAIA .ouvvieievieieieeieteiei ettt ettt ettt eb ettt bese b esessetessebesseseseesesessesens $ 842,888 $ 1,278,650
Non-cash investing activities:
Reclassification of real estate to investment in real estate VENtures..........cceeeveerveerneennns $ $ 15,910,644
Reclassification of real estate ventures to real €State ............ccceevveereerireesieeiieeriveeneennns $ 4,594,053 § —
Non-cash financing activities:
Issuance of mortgage notes receivable on sale of real estate ...........cceceeveeeciererrieneecienne $ — 3 920,216
Stock dividend declared.........c.cccvevuerieriiriieniieieie ettt ettt ea et raebeeneenaas $ 4,145,132  $ —
Reinvestment of cash dividend.... $ 2,669,695 $ 2,029,619
Accrual of dividends PayabIe............ccveveuirieuirieiiieieieietee ettt $ 649,008 $ 754.576

See notes to consolidated financial statements.
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NetREIT
Notes to Consolidated Financial Statements

1. ORGANIZATION

NetREIT (the “Company”) was incorporated in the State of California on January 28, 1999 for the purpose of
investing in real estate properties. The Company qualifies and operates as a self-administered real estate investment
trust (“REIT”) under the Internal Revenue Code of 1986, as amended, (the “Code”) and commenced operations with
capital provided by its private placement offering of its equity securities in 1999.

The Company invests in a diverse portfolio of real estate assets. The primary types of properties the Company
invests in include office, retail, self storage properties and residential properties located in the western United States.

As of December 31, 2009, the Company owned or had an equity interest in seven office buildings (“Office
Properties”) which total approximately 354,000 rentable square feet, three retail shopping centers and a 7-11
property (“Retail Properties”) which total approximately 85,000 rentable square feet, four self-storage facilities
(“Self-Storage Properties”) which total approximately 386,000 rentable square feet and one 39 unit apartment
building (“Residential Properties™).

2. SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation. The accompanying consolidated financial statements include the accounts of NetREIT
and its subsidiaries, Fontana Medical Plaza, LLC (“FMP”), NetREIT 01 LP Partnership, NetREIT Casa Grande LP
Partnership and NetREIT Palm Self-Storage LP Partnership (“the Partnerships™). As used herein, the “Company”
refers to NetREIT, FMP and the Partnerships, collectively. All significant intercompany balances and transactions
have been eliminated in consolidation.

Prior to formation of the Partnerships, the properties owned by those partnerships were held as tenants in common
(“TIC”) with the other investors and accounted for using the equity method due to substantive participation rights of
the TIC. Upon formation of the Partnerships, NetREIT became the sole general partner in each of these partnerships
and the rights of the other partners were limited to certain protective rights. As a result of the change in the
Company’s ability to influence and control the Partnerships, they are now accounted for as a subsidiary of the
Company and are fully consolidated in the Company’s financial statements.

The Company classifies the noncontrolling interests in FMP and the Partnerships as part of consolidated net loss in
2009 and includes the accumulated amount of noncontrolling interests as part of Shareholders’ equity from their
inception in 2009. If a change in ownership of a consolidated subsidiary results in loss of control and
deconsolidation, any retained ownership interest will be remeasured with the gain or loss reported in the statement
of operations. Management has evaluated the noncontrolling interests and determined that they do not contain any
redemption features.

Federal Income Taxes. The Company has elected to be taxed as a Real Estate Investment Trust (“REIT”) under
Sections 856 through 860 of the Code, for federal income tax purposes. To qualify as a REIT, the Company must
distribute annually at least 90% of adjusted taxable income, as defined in the Code, to its shareholders and satisfy
certain other organizational and operating requirements. As a REIT, no provision will be made for federal income
taxes on income resulting from those sales of real estate investments which have or will be distributed to
shareholders within the prescribed limits. However, taxes will be provided for those gains which are not anticipated
to be distributed to shareholders unless such gains are deferred pursuant to Section 1031. In addition, the Company
will be subject to a federal excise tax which equals 4% of the excess, if any, of 85% of the Company’s ordinary
income plus 95% of the Company’s capital gain net income over cash distributions, as defined.

Earnings and profits that determine the taxability of distributions to shareholders differ from net income reported for
financial reporting purposes due to differences in estimated useful lives and methods used to compute depreciation
and the carrying value (basis) on the investments in properties for tax purposes, among other things. During the
years ended December 31, 2009 and 2008, all distributions were considered return of capital to the shareholders and
therefore non-taxable.



The Company believes that it has met all of the REIT distribution and technical requirements for the years ended
December 31, 2009 and 2008.

Stock Dividend. In December 2009, the Company declared a 5% dividend payable in Company common stock on
January 1, 2010 to shareholders of record on December 31, 2009. All loss per share calculations are based on
adjusted shares for the stock dividend as if the shares were issued at the beginning of the first period presented.

Real Estate Assets

Property Acquisitions. The Company accounts for its acquisitions of real estate in accordance with accounting
principles generally accepted in the United States of America (“GAAP”) which requires the purchase price of
acquired properties be allocated to the acquired tangible assets and liabilities, consisting of land, building, tenant
improvements, a land purchase option, long-term debt and identified intangible assets and liabilities, consisting of
the value of above-market and below-market leases, the value of in-place leases, unamortized lease origination costs
and tenant relationships, based in each case on their fair values.

The Company allocates the purchase price to tangible assets of an acquired property (which includes land, building
and tenant improvements) based on the estimated fair values of those tangible assets, assuming the building was
vacant. Estimates of fair value for land, building and building improvements are based on many factors including,
but not limited to, comparisons to other properties sold in the same geographic area and independent third party
valuations. The Company also considers information obtained about each property as a result of its pre-acquisition
due diligence, marketing and leasing activities in estimating the fair values of the tangible and intangible assets and
liabilities acquired.

The total value allocable to intangible assets acquired, which consists of unamortized lease origination costs, in-
place leases and tenant relationships, are allocated based on management’s evaluation of the specific characteristics
of each tenant’s lease and the Company’s overall relationship with that respective tenant. Characteristics considered
by management in allocating these values include the nature and extent of the existing business relationships with
the tenant, growth prospects for developing new business with the tenant, the remaining term of the lease and the
tenant’s credit quality, among other factors.

The value allocable to above or below market component of an acquired in-place lease is determined based upon the
present value (using a market discount rate) of the difference between (i) the contractual rents to be paid pursuant to
the lease over its remaining term, and (ii) management’s estimate of rents that would be paid using fair market rates
over the remaining term of the lease. The amounts allocated to above or below market leases are included in lease
intangibles, net in the accompanying balance sheets and are amortized on a straight-line basis as an increase or
reduction of rental income over the remaining non-cancelable term of the respective leases.

The land lease acquired with the World Plaza acquisition in 2007 has a fixed purchase price option cost of $181,710
at the termination of the lease in 2062. Management valued the land option at its residual value of $1,370,000, based
upon comparable land sales adjusted to present value. The difference between the strike price of the option and the
recorded cost of the land purchase option is approximately $1.2 million. Accordingly, management has determined
that exercise of the option is considered probable. The land purchase option was determined to be a contract based
intangible asset associated with the land. As a result, this asset has an indefinite life and is treated as a non-
amortizable asset. The amount is included as land purchase option on the accompanying balance sheets.

The value of in-place leases, unamortized lease origination costs and tenant relationships are amortized to expense
over the remaining term of the respective leases, which range from less than a year to ten years. The amount
allocated to acquire in-place leases is determined based on management’s assessment of lost revenue and costs
incurred for the period required to lease the “assumed vacant” property to the occupancy level when purchased. The
amount allocated to unamortized lease origination costs is determined by what the Company would have paid to a
third party to recruit a new tenant reduced by the expired term of the respective lease. The amount allocated to
tenant relationships is the benefit resulting from the likelihood of a tenant renewing its lease. Amortization expense
related to these assets was $389,267 and $500,200 for the years ended December 31, 2009 and 2008, respectively.



Sales of Undivided Interests in Properties. Gains from the sale of undivided interests in properties will not be
recognized under the full accrual method by the Company until certain criteria are met. Gain or loss (the difference
between the sales value and the proportionate cost of the partial interest sold) shall be recognized at the date of sale
if a sale has been consummated and the following criteria are met:

a. The buyer is independent of the seller.
b. Collection of the sales price is reasonably assured.

c. The seller will not be required to support the operations of the property or its related obligations to an extent
greater than its proportionate interest.

Gains relating to transactions which do not meet the criteria for full accrual method of accounting are deferred and
recognized when the full accrual method of accounting criteria are met or by using the installment or deposit
methods of profit recognition, as appropriate in the circumstances.

As of December 31, 2009 and 2008, the Company did not classify any properties as held for sale.

Depreciation and Amortization of Buildings and Improvements. Land, buildings and improvements are recorded at
cost. Major replacements and betterments, which improve or extend the life of the asset, are capitalized and
depreciated over their estimated useful lives, while ordinary repairs and maintenance are expensed as incurred. The
cost of buildings and improvements are depreciated using the straight-line method over estimated useful lives
ranging from 30 to 55 years for buildings, improvements are amortized over the shorter of the estimated life of the
asset or term of the tenant lease which range from 1 to 10 years, and 4 to 5 years for furniture, fixtures and
equipment. Depreciation expense for buildings and improvements for the years ended December 31, 2009 and 2008,
was $1,758,125 and $1,538,408, respectively.

Intangible Assets. Lease intangibles represents the allocation of a portion of the purchase price of a property
acquisition representing the estimated value of in-place leases, unamortized lease origination costs, tenant
relationships and a land purchase option. Intangible assets are comprised of finite-lived and indefinite-lived assets.
Indefinite-lived assets are not amortized. Finite-lived intangibles are amortized over their expected useful lives.

The Company is required to perform a test for impairment of goodwill and other definite and indefinite lived assets
at least annually, and more frequently as circumstances warrant. Based on the review, no impairment was deemed
necessary at December 31, 2009 or 2008.

Other intangible assets that are not deemed to have an indefinite useful life are amortized over their estimated useful
lives. The carrying amount of intangible assets that are not deemed to have an indefinite useful life is regularly
reviewed for indicators of impairments in value. Impairment is recognized only if the carrying amount of the
intangible asset is considered to be unrecoverable from its undiscounted cash flows and is measured as the
difference between the carrying amount and the estimated fair value of the asset. Based on the review, no
impairment was deemed necessary at December 31, 2009 or 2008.

Impairment. The Company reviews the carrying value of each property to determine if circumstances that indicate
impairment in the carrying value of the investment exist or that depreciation periods should be modified. If
circumstances support the possibility of impairment, the Company prepares a projection of the undiscounted future
cash flows, without interest charges, of the specific property and determines if the investment in such property is
recoverable. If impairment is indicated, the carrying value of the property would be written down to its estimated
fair value based on the Company’s best estimate of the property’s discounted future cash flows. There have been no
impairments recognized on the Company’s real estate assets at December 31, 2009 and 2008.
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Investments in Real Estate Ventures. The Company analyzes its investments in joint ventures to determine whether
the joint venture should be accounted for under the equity method of accounting or consolidated into the financial
statements. The Company has determined that the investors held as a tenant in common in its real estate ventures
have certain protective and substantive participation rights that limit the Company’s control of the investment.
Therefore, the Company’s share of its investment in real estate ventures have been accounted for under the equity
method of accounting in the accompanying financial statements.

Under the equity method, the Company’s investment in real estate ventures is stated at cost and adjusted for the
Company’s share of net earnings or losses and reduced by distributions. Equity in earnings of real estate ventures is
generally recognized based on the Company’s ownership interest in the earnings of each of the unconsolidated real
estate ventures. For the purposes of presentation in the statement of cash flows, the Company follows the “look
through” approach for classification of distributions from joint ventures. Under this approach, distributions are
reported under operating cash flow unless the facts and circumstances of a specific distribution clearly indicate that
it is a return of capital (e.g., a liquidating dividend or distribution of the proceeds from the joint venture’s sale of
assets) in which case it is reported as an investing activity. Management assesses whether there are any indicators
that the value of the Company’s investments in unconsolidated real estate ventures may be impaired when events or
circumstances indicate that there may be an impairment. An investment is impaired if management’s estimate of the
fair value of the investment is less than its carrying value. To the extent impairment has occurred, and is considered
to be other than temporary, the loss is measured as the excess of the carrying amount of the investment over the fair
value of the investment. No impairment charges were recognized for the years ended December 31, 2009 or 2008.

Provision for Loan Losses. The accounting policies require the Company to maintain an allowance for estimated
credit losses with respect to mortgage loans it has made based upon its evaluation of known and inherent risks
associated with its lending activities. Management reflects provisions for loan losses based upon its assessment of
general market conditions, its internal risk management policies and credit risk rating system, industry loss
experience, its assessment of the likelihood of delinquencies or defaults, and the value of the collateral underlying its
investments. Actual losses, if any, could ultimately differ from these estimates. There have been no provisions for
loan losses at December 31, 2009 and 2008.

Cash and Cash Equivalents. The Company considers all short-term, highly liquid investments that are both readily
convertible to cash and have an original maturity of three months or less at the date of purchase to be cash
equivalents. Items classified as cash equivalents include money market funds. At December 31, 2009, the Company
had approximately $8.3 million in deposits in financial institutions that were above the federally insurable limits.

Restricted Cash. Restricted cash consists of funds held in escrow for Company lenders for properties held as
collateral by the lenders. The funds in escrow are for certain lender holdbacks, tenant improvements, escrow funds
for payment of property taxes and other replacement reserves. The holdback funds were released in 2009.

Deposits held at Bankrupt Institution. The Company had deposits at LandAmerica 1031 Exchange Services, Inc.
(“LandAmerica”) out of proceeds from the sale of two properties involved in property exchanges through Section
1031 of the Code. LandAmerica declared bankruptcy in November 2008 before remitting the proceeds to the
Company. As of December 31, 2008 , the Company anticipated losing a large portion of the amount on deposit
based upon information available at the time. At December 31, 2008, the Company reduced its proceeds expected to
be received on sales of real estate by $1,220,358 through a charge to loss on sale of real estate included in the
accompanying statements of operations. In 2009, the Company sold its rights to receive the entire amount due to an
independent third party for $739,449 resulting in gain on sale of real estate of $219,449.

Deferred Common Stock Issuance Costs. Common stock issuance costs including distribution fees, due diligence
fees, syndication and wholesaling costs, legal and accounting fees, and printing are capitalized before sale of the
related stock and then netted against gross proceeds when the stock is sold.
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Tenant Receivables. The Company periodically evaluates the collectability of amounts due from tenants and
maintains an allowance for doubtful accounts for estimated losses resulting from the inability of tenants to make
required payments under lease agreements. In addition, the Company maintains an allowance for deferred rent
receivable that arises from straight-lining of rents. The Company exercises judgment in establishing these
allowances and considers payment history and current credit status of its tenants in developing these estimates. At
December 31, 2009 and 2008, the balance of allowance for possible uncollectible tenant receivables was $135,000
and $24,000, respectively.

Deferred Leasing Costs. Costs incurred in connection with successful property leases are capitalized as deferred
leasing costs and amortized to leasing commission expense on a straight-line basis over the terms of the related
leases which generally range from one to five years. Deferred leasing costs consist of third party leasing
commissions. Management re-evaluates the remaining useful lives of leasing costs as the creditworthiness of the
tenants and economic and market conditions change. If management determines the estimated remaining life of the
respective lease has changed, the amortization period is adjusted. At December 31, 2009 and 2008, the Company
had net deferred leasing costs of approximately $416,000 and $103,000, respectively, which are included in other
assets, net in the accompanying balance sheets. Total amortization expense for the year ended December 31, 2009
and 2008 was approximately $39,000 and $49,000, respectively.

Deferred Financing Costs. Costs incurred, including legal fees, origination fees, and administrative fees, in
connection with debt financing are capitalized as deferred financing costs and are amortized using the straight-line
method, which approximates the effective interest method, over the contractual term of the respective loans. At
December 31, 2009 and 2008, deferred financing costs were approximately $116,000 and $213,000, respectively,
which are included in other assets, net in the accompanying balance sheets. Amortization of deferred financing costs
is included in interest expense in the accompanying statements of operations.

Revenue Recognition. The Company recognizes revenue from rent, tenant reimbursements, and other revenue once
all of the following criteria are met:

. persuasive evidence of an arrangement exists;
o delivery has occurred or services have been rendered;
o the amount is fixed or determinable; and
. the collectability of the amount is reasonably assured.
Annual rental revenue is recognized in rental revenues on a straight-line basis over the term of the related lease.

Certain of the Company’s leases currently contain rental increases at specified intervals. The Company records as an
asset, and includes in revenues, deferred rent receivable that will be received if the tenant makes all rent payments
required through the expiration of the initial term of the lease. Deferred rent receivable in the accompanying balance
sheets includes the cumulative difference between rental revenue recorded on a straight-line basis and rents received
from the tenants in accordance with the lease terms. Accordingly, the Company determines, in its judgment, to what
extent the deferred rent receivable applicable to each specific tenant is collectible. The Company reviews material
deferred rent receivable, as it relates to straight-line rents, on a quarterly basis and takes into consideration the
tenant’s payment history, the financial condition of the tenant, business conditions in the industry in which the
tenant operates and economic conditions in the area in which the property is located. In the event that the
collectability of deferred rent with respect to any given tenant is in doubt, the Company records an increase in the
allowance for uncollectible accounts or records a direct write-off of the specific rent receivable. No such reserves
have been recorded as of December 31, 2009 or 2008.

Interest income on mortgages receivable is accrued as it is earned. The Company stops accruing interest income on a

loan if it is past due for more than 90 days or there is doubt regarding collectability of the loan principal and/or
accrued interest receivable.
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Loss Per Common Share. Basic loss per common share (“Basic EPS”) is computed by dividing net loss available to
common shareholders (the “numerator”) by the weighted average number of common shares outstanding (the
“denominator”) during the period. Diluted loss per common share (“Diluted EPS”) is similar to the computation of
Basic EPS except that the denominator is increased to include the number of additional common shares that would
have been outstanding if the dilutive potential common shares had been issued. In addition, in computing the
dilutive effect of convertible securities, the numerator is adjusted to add back the after-tax amount of interest
recognized in the period associated with any convertible debt. The computation of Diluted EPS does not assume
exercise or conversion of securities that would have an anti-dilutive effect on net earnings per share.

The following is a reconciliation of the denominator of the basic loss per common share computation to the
denominator of the diluted loss per common share computations, for the years ended December 31:

2009 2008
Weighted average shares used for Basic EPS............ccoooiiiiiii e 8,344,054 5,083,532

Stock dividend declared in December 2009 (retroactive adjustment) 254,177
Effect of dilutive securities:

Incremental shares from share-based COMPENSAtioN............cevueeieieieiienienieeeieeee e — —
Incremental shares from conversion of NetREIT 01 LP Partnership .........ccccoeceeervienennee. — —
Incremental shares from conversion of NetREIT Casa Grande LP Partnership..... — —
Incremental shares from conversion of NetREIT Palm LP Partnership ................. — —
Incremental shares from convertible preferred stock and warrants ............ — —
Adjusted weighted average shares used for diluted EPS ... 8,344,054 _5.337.709

Weighted average shares from share based compensation, shares from conversion of NetREIT 01 LP Partnership,
Casa Grande LP Partnership, NetREIT Palm Self-Storage LP Partnership and shares from convertible preferred
stock and warrants with respect to a total of 1,406,691 and 952,515 shares of common stock for the years ended
December 31, 2009 and 2008, respectively, were excluded from the computation of diluted earnings per share as
their effect was anti-dilutive.

Fair Value of Financial Instruments and Certain Other Assets/Liabilities. The Company calculates the fair value
of financial instruments using available market information and appropriate present value or other valuation
techniques such as discounted cash flow analyses. Those techniques are significantly affected by the assumptions
used, including the discount rate and estimates of future cash flows. The derived fair value estimates cannot always
be substantiated by comparison to independent markets and in many cases, could not be realized in immediate
settlement of the instruments. Management believes that the carrying values reflected in the accompanying balance
sheets reasonably approximate the fair values for financial instruments.

The Company does not have any assets or liabilities that are measured at fair value on a recurring basis and, as of
December 31, 2009, does not have any assets or liabilities that were measured at fair value on a nonrecurring basis.

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting periods. Significant
estimates include the allocation of purchase price paid for property acquisitions between land, building and
intangible assets acquired including their useful lives; the allowance for doubtful accounts, which is based on an
evaluation of the tenants’ ability to pay and the provision for possible loan losses with respect to mortgages
receivable and interest. Actual results may differ from those estimates.

Segments. The Company acquires and operates income producing properties including office properties, residential

properties, retail properties and self storage properties and invests in real estate assets, including real estate loans
and, as a result, the Company operates in five business segments. See Note 11 “Segment Information”.
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3. REAL ESTATE ASSETS AND LEASE INTANGIBLES

A summary of the fifteen properties owned by the Company as of December 31, 2009 is as follows:

Square Property

Property Name Date Acquired Location Footage  Description
Casa Grande Apartments April 1999 Cheyenne, Wyoming 29,250  Residential
Havana/Parker Complex........... September 2006  Aurora, Colorado 114,000 Office
7-Eleven September 2006 Escondido, California 3,000 Retail
World Plaza ......ccccouvvveeveenennnn. September 2007 San Bernardino, California 55,096 Retail
Regatta Square..........ccceeeeveene October 2007 Denver, Colorado 5,983 Retail
Sparky’s Palm Self-Storage...... November 2007 Highland, California 50,250  Self Storage
Sparky’s Joshua Self-Storage ... December 2007 Hesperia, California 149,650  Self Storage
Executive Office Park............... July 2008 Colorado Springs, Colorado 65,084 Office
Waterman Plaza........................ August 2008 San Bernardino, California 21,170 Retail
Pacific Oaks Plaza .................... September 2008 Escondido, California 16,037 Office
Morena Office Center............... January 2009 San Diego, California 26,784 Office
Fontana Medical Plaza.............. February 2009 Fontana, California 10,500 Office
Rangewood Medical Office

Building March 2009 Colorado Springs, Colorado 18,222 Office
Sparky’s Thousand Palms

Self-Storage........coceeveevuenuenne August 2009 Thousand Palms, California 113,126  Self Storage
Sparky’s Hesperia East Self-

StOrage.....cceeveeienieniieieeieeas December 2009 Hesperia, California 72,940 Office

Total real estate assets, net

Real estate
assets, net
(in thousands)
$ 1,571.9
6,587.6
1,325.6
5,810.5
2,030.2
4,819.4
7,491.5
9,180.5
6,699.2
4,725.3
6,247.7
1,929.2

2,513.8

6,112.9

2,784.3

$ 69.829.6

A summary of the seven properties 100% owned by the Company as of December 31, 2008 is as follows:

Real estate

Square Property assets, net
Property Name Date Acquired Location Footage  Description (in thousands)
Havana/Parker Complex........... June 2006 Aurora, Colorado 114,000 Office $ 6,414.0
World Plaza ................ ... September 2007 San Bernardino, California 55,096 Retail 6,006.8
Regatta Square................... ..... October 2007 Denver, Colorado 5,983 Retail 2,074.2
Sparky’s Joshua Self-Storage ... December 2007 Hesperia, California 149,650  Self Storage 7,651.9
Executive Office Park............... July 2008 Colorado Springs, Colorado 65,084 Office 9,601.3
Waterman Plaza........................ August 2008 San Bernardino, California 21,285 Retail 6,806.0
Pacific Oaks Plaza .................... September 2008 Escondido, California 16,037 Office 4,821.7
Total real estate assets, net $ 43,3759
The following table sets forth the components of the Company’s investments in real estate:
December 31, December 31,
2009 2008
Land ..o e $ 13,820,313 $ 7,710,502
Buildings and Other.............cocviiiiiiiiiiiiiiecee e 57,269,228 35,497,050
Tenant iMProOVEMENLS .........cccviiiiiiiiiiiniiiiiieiice e 2,061,107 1.530,927
73,150,648 44,738,479
Less accumulated depreciation and amortization ............cceceeeeereereeneenieeeenne (3.321,045) (1,362,619)
Real €StAte ASSELS, NEL.....uuuviiiiiiiiiieeeiiee e e e e ettt e e e e e e e e e e e e e e e e e essasaaaaeeeeeas $ 69,829,603 $ 43,375,860

The Company acquires properties that it considers undervalued and has the potential for generating positive cash
flow to the Company’s long-term appreciation potential.

Operations from each property are included in the Company’s financial statements from the date of acquisition.
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In July 2008, the Company acquired Executive Office Park located in Colorado Springs, Colorado. The purchase
price for the property was $10.1 million, including transaction costs. The Company purchased the property for $3.5
million cash and with $6.6 million borrowed under a line of credit the Company established on July 9, 2008. This
property is comprised of a condominium development consisting of four separate buildings situated on four legal
parcels. The property is developed as an office condominium complex. The property consists of a total of 65,084
rentable square feet situated on a total of 4.65 acres.

In August 2008, the Company acquired Waterman Plaza located in San Bernardino, California. The purchase price
for the property was $7.2 million, including transaction costs. The Company purchased the property with $3.3
million cash and a new fixed rate mortgage note in the amount of $3.9 million secured by this property. This
property is a newly constructed retail/office building consisting of approximately 21,170 square feet situated on a
total of 2.7 acres with approvals to construct an additional 2,500 square foot building.

In September 2008, the Company acquired the Pacific Oaks Plaza, an office building located in Escondido,
California. The purchase price for the property was $4.9 million, including transaction costs, all paid in cash. This
property consists of approximately 16,000 square feet and is being utilized as the Company’s headquarters and,
approximately 3,900 square feet of the building is leased to an unrelated entity.

In January 2009, the Company acquired the Morena Office Center, an office building located in San Diego,
California. The purchase price for the property was $6.6 million, including transaction costs. The Company
purchased the property with $3.4 million cash and a $3.2 million draw on its line of credit facility. This property
consists of a building of approximately 26,784 rentable square feet.

In February 2009, the Company and Fontana Dialysis Building, LLC formed Fontana Medical Plaza, LLC (“FMP”)
which the Company is Managing Member and 51% owner. FMP assumed an agreement to purchase the Fontana
Medical Plaza located in Fontana, California. The purchase price for the property was $1.9 million. The Company
purchased the property with $800,000 cash and a $1,100,000 draw on its line of credit facility. The property consists
of approximately 10,500 rentable square feet.

In March 2009, the Company acquired The Rangewood Medical Office Building (“Rangewood”) located in
Colorado Springs, Colorado. The purchase price for the property was $2.6 million, including transaction costs. The
Company purchased the property with $200,000 cash and a $2,430,000 draw on its line of credit facility.
Rangewood is a 3-story, Class A medical office building of approximately 18,222 rentable square feet.

In August 2009, the Company completed the acquisition of Sparky’s Thousand Palms Self-Storage (Formerly
known as Monterey Palms Self-Storage) (“Thousand Palms”) located in Thousand Palms, California. The purchase
price for the Property was $6.2 million. The Company paid the purchase price through a cash payment of $1.5
million which was applied to closing costs and fees and to an existing loan secured by Thousand Palms, and
assumed a nonrecourse, variable interest rate, promissory note with a principal balance after the closing of $4.7
million. Thousand Palms consists of 113,126 rentable square feet comprised of 549 storage units.

In December 2009, the Company completed the acquisition of Sparky’s Hesperia East Self-Storage East (Formerly
known as St. Thomas Self-Storage) located in Hesperia California. The purchase price for the Property was $2.8
million. The Company paid the purchase price through a cash payment of $1.1 million and a promissory note in the
amount of $1.7 million. The property consists of approximately 5.8 acres of land, 72,940 rentable square feet and
approximately 479 self-storage units.

F-15



The Company allocated the purchase price of the properties acquired during the years ended December 31, 2009 and
2008 as follows:

Land
Purchase Buildings Tenant In-place Leasing Tenant Total Purchase
Land Option and other  Improvements Leases Costs Relationships Price

Executive Office

Park....oocooeoieiiies $ 1,265,735 $ 7,747,826 $ 797,219 $ 195,518 $ 119,583 $ 10,125,881
Waterman Plaza ........ 2,350,000 4,319,736 177,030 135,162 182,101 7,164,029
Pacific Oaks Plaza..... 980,000 3,862,791 23,254 10,438 4,876,483
Morena Office

Center 1,333,000 4,833,141 242,324 80,861 85,674 6,575,000
Fontana Medical

Plaza 556,858 1,362,942 1,919,800
Rangewood

Medical Office

Building 572,000 1,750,732 152,683 41,043 113,542 2,630,000
Sparky’s Thousand

Palms Self-

Storage 620,000 5,530,000 50,000 6,200,000
Sparky’s Joshua

Self-Storage East 1,470,000 1,305,000 2,775,000

Property sales
Casa Grande Apartments

In March 2008, the Company sold an undivided 54.92% interest in Casa Grande Apartments located in Cheyenne,
Wyoming. The purchasers paid $1.0 million, net of transaction costs, in cash. For financial reporting purposes, a
gain of $0.6 million is included in the accompanying statement of operations in the line item gain on sale of real
estate for the year ended December 31, 2008.

In December 2008, the Company sold an undivided 25% interest in Casa Grande Apartments. The purchaser paid
$0.5 million, net of transaction costs, in cash. For financial reporting purposes, the gain of $0.3 million is included in
the accompanying statement of operations in the line item gain on sale of real estate for the year ended December
31, 2008.

Garden Gateway Plaza

In October 2008, the Company sold an undivided 5.99% interest in Garden Gateway Plaza. The purchaser paid $1.0
million, of which $0.4 million was paid in cash and a $0.6 million promissory note was issued secured by the
interest in the property. For financial reporting purposes, the gain of $0.1 million is included in the accompanying
statement of operations in the line item gain on sale of real estate for the year ended December 31, 2008.

Sparky’s Palm Self-Storage

In October 2008, the Company sold an undivided 25.3% interest in Sparky’s Palm Self Storage. The purchaser paid
$1.4 million, net of transaction costs, in cash. For financial reporting purposes, the gain of $0.1 million is included in
the accompanying statement of operations in the line item gain on sale of real estate for the year ended December
31, 2008.

In December 2008, the Company sold an undivided 9.33% interest in Sparky’s Palm Self Storage. The purchaser
paid $0.5 million, net of transactions costs in cash. For financial reporting purposes, the gain of $0.04 million is
included in the accompanying statement of operations in the line item gain on sale of real estate for the year ended
December 31, 2008.
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In December 2008, the Company sold an undivided 13.4% interest in Sparky’s Palm Self Storage. The purchaser
paid $0.7 million, of which $0.4 million was paid in cash and a $0.3 million promissory note was issued secured by
the interest in the property. For financial reporting purposes, the gain of $0.1 million is included in the
accompanying statement of operations in the line item gain on sale of real estate for the year ended December 31,
2008.

Initially, the investors in certain properties held their interests as limited partners or tenants in common and were
granted certain protective and substantive participation rights that limited the Company’s control over investment in
the property. During the time the properties were held with these rights, they were accounted for under the equity
method of accounting. Effective, October 1, 2009, the investors in Sparky’s Palm Self-Storage and Casa Grande
Apartments contributed their investment in their respective properties to general partnerships and became limited
partners in the partnerships. As a result of the change in the Company’s ability to influence and control the
Partnerships, they are now accounted for as a subsidiary of the Company and are fully consolidated in the
Company’s financial statements. As of December 31, 2009, Garden Gateway Plaza is the only property that
continues to be held as a tenant in common and accounted for under the equity method.

The Company holds its remaining investment in the Garden Gateway Plaza as a tenant in common with another
investor and is included on the accompanying balance sheets in investment in real estate ventures and accounted for
under the equity method (Note 4).

Lease Intangibles

The following table summarizes the net value of other intangible assets and the accumulated amortization for each
class of intangible asset:

December 31, 2009 December 31, 2008
Lease Lease
Lease Accumulated intangibles, Lease Accumulated intangibles,
intangibles  Amortization net intangibles Amortization net
In-place leases ........... $ 643,630 $ (255,127) $ 388,503 $ 459,657 $ (83,231) $ 376,426
Leasing costs ............. 508,621 (188,100) 320,521 416,011 (69,088) 346,923
Tenant
relationships............. 332,721 (299,388) 33,333 192,812 (180,617) 12,195
Below-market
leases ....ccovveeeeernennn. (40,160) 17,660 (22,500) (40,160) 4,365 (35,795)

$ 1444812 $§ (724955) § 719.857 $ 1,028.320 $ (328.571) $  699.749

The estimated aggregate amortization expense for each of the five succeeding fiscal years and thereafter is as
follows:

Estimated
Aggregate
Amortization
Expense
$ 254,808
144,791
117,139
60,722
36,683
105,714
$ 719,857

The weighted average amortization period for the intangible assets, in-place leases, leasing costs, tenant
relationships and below-market leases acquired as of December 31, 2009 was 5.9 years.
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4. INVESTMENT IN REAL ESTATE VENTURES

The following table sets forth the components of the Company’s investment in real estate ventures:

Equity Investment balance at:

Percentage December 31, 2009 December 31, 2008

Garden Gateway Plaza.........cccocevveerrerieeniecinieieenieeenns 94.0% $ 12,665,799 $ 13,232,571
Sparky’s Palm Self-Storage 52.0 — 2,380,484
Escondido 7-11....cccccvvevveencnnucnnene. 67.6 — 694,458
Casa Grande Apartments ..........cccoceevveveeniniiicninnienens 20.1 — 147,530
Dubose Acquisition Partners II, LTD & IIL, LTD ......... 51.0 1,526.830 —
$ 14,192,629 $ 16,455,043

The Garden Gateway Plaza property is held as tenants in common with the other investors.

The Dubose Acquisition Partners II, LTD and III, LTD are investments in limited partnerships that acquired model
homes from homebuilders and leased them back to the seller. (Note 12)

Condensed balance sheets of all entities included in investment in real estate ventures as of December 31, 2009 and
2008 are as follows:

December 31,

2009 2008
Real estate assets and lease intangibles ..........cccecvririeirierieenieineieereeeeee e $ 20,791,102 $ 17,107,835
TOAL ASSELS w..veueevteniiieiercrtet ettt ettt ettt ettt ettt b et b et b bt aebeb et nenes $ 20,791,102 $ 17,107,835
MOTtZage NOES PAYADIE .....cuerveuiriiieriieieieieiietetete et ete ettt se st esesseseesesesessens $ 5,131,516 $ 662,792
OWNEr’s eqUILY ..ccceevveeeerieneeneienieenne 15.659.586 16,445,043

Total liabilities and owners’ equity $ 20,791,102 $ 17,107,835

Condensed statements of operations of all entities included in investment in real estate ventures for the years ended
December 31, 2009 and 2008 are as follows:

December 31,

2009 2008

RENTAL INCOIMIE ...ttt e et e ettt e e et e e e eaaeeeeeateeeeeeaaaeeeeennees $ 2,975,110 $ 704,443
Costs and expenses:

Rental OPerating COSS ......covuiriiriirieriiitieieetcete ettt st 1,078,650 311,130

TNEEIEST EXPEIISE «..eeuveintieniieieeiti ettt ettt ettt sttt ettt st eae e sanes 818,533 136,816

Depreciation and amortiZation.........c..ceeeereerierienrienieneeeeeeeeee et 849,654 209,546

Partner’s share of net operating inCome..........c..cocueriereenernenieniienieneceeec e 341,231 87.674
Equity in losses of real estate ventures $ (112958 $ (40,723)

5. MORTGAGES RECEIVABLE

Mortgages receivable, together with accrued interest, having a balance due of approximately $2.1 million went into
default on January 1, 2009. At December 31, 2008, the Company suspended accruing interest on these loans. In
May 2009, the Company acquired title to the property that was securing the mortgages receivable. The property was
acquired at a book value of $2.1 million. The property is not an income producing property, is not an integral
component of the Company’s real estate asset portfolio and, therefore, is included in other assets in the consolidated
balance sheet at December 31, 2009.
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In connection with acquiring title to this property, the Company has entered into an exclusive option to sell the
property to the original borrower. The selling price is equal to the face value of the notes, all accrued interest
through the date the Company acquired title to the property, all costs incurred to maintain the property including
taxes and insurance plus additional charges equal to 1.75% of the outstanding balance per month from June 2009
through the date the option is exercised. The selling price was set at approximately $2.3 million as of the closing
date and increases by a minimum of approximately $41,000 monthly, plus reimbursable expenses, until 18 months
from the date the Company acquired title at which time the exclusive option to sell the property expires. The
Company does not anticipate incurring any losses with respect to this property.

In connection with the sale of two properties in the fourth quarter of 2008 to unrelated tenants in common, the
Company received mortgage notes receivable totaling $920,216 with interest rates ranging from 6.25% to 6.50%
and due dates of October 1, 2013 for both notes. The loans call for interest only payments and both loans were
current as of December 31, 2009. Both notes are secured by the mortgagee’s interest in the property.

6. MORTGAGE NOTES PAYABLE

Mortgage notes payable as of December 31, 2009 and 2008 consisted of the following:

December 31, December 31,
2009 2008

Mortgage note payable in monthly installments of $24,330 through July 1,
2016, including interest at a fixed rate of 6.51%, collateralized by the
Havana/Parker COMPIEX PIOPEILY. ....ccveerueeruieiteeieeiieniieniieeeeieeeesieeseeeneeeseeneeas $ 3,393,776 $ 3,459,374

Mortgage note payable in monthly installments of $71,412 through April 5,
2014, including interest at a fixed rate of 6.08%; collateralized by the leases
and office buildings of the Garden Gateway Plaza property. Certain
obligations under the note are guaranteed by the executive officers. ................ 10,075,155 10,670,864

Mortgage note payable in monthly installments of $27,088 through February
1, 2012, including interest at a fixed rate of 5.31%; collateralized by the
WoOrld PIaza PrOPerty. ......cceeruieiieriiieieiiesieeieeie ettt s 3,380,792 3,522,227

Revolving line of credit facility to borrow up to $6,597,500, interest only
payments at a fixed rate of 6.25%; expired December 10, 2009;
collateralized by the Executive Office Park and Regatta Square properties....... — 20,000

Mortgage note payable in monthly installments of $25,995 through September
1, 2015, including interest at a fixed rate of 6.5%; collateralized by the
Waterman Plaza Property. ........ccceceeeeiieiienieieeiecee et 3,769,886 3,834,492

Mortgage note payable in monthly installments of $28,842 through March 1,
2034, including interest at a variable rate ranging from 5.5% to 10.5%; with a
current rate of 5.5% collateralized by the Thousand Palms property. 4,633,393 —

Mortgage note payable in monthly installments of $9,432 through December
18, 2016, including interest at a fixed rate of 5.00%; collateralized by the
Sparky’s Joshua Self-Storage East property. ......cc.ccceceevievicriieneeneenenniencecnnenne 1,742,500 —
$ 26,995,502 $ 21,506,957
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In 2008, The Company sold an undivided 5.99% interest in the Garden Gateway Plaza and, as a result, breeched a
covenant contained in its Garden Gateway loan and was technically in default on the loan. Since the sale, the
Company has had numerous discussions with the lender on satisfying the default and, as of March 17, 2010 has
reached an agreement in principle with the lender to cure the default. The agreement to cure the default will result
in the Company paying the lender a loan assumption fee of approximately $50,000 plus recording and title
endorsement costs. Additionally, the Company will remain contingently liable to the lender for the performance of
all of the terms, covenants, conditions and agreements of the loan arising before the sale of the 5.99 interest to the
buyer to the same extent as if no transfer of the 5.99% interest had taken place.

Other than discussed above, the Company is in compliance with all conditions and covenants of its mortgage notes
payable.

Scheduled principal payments of mortgage notes payable as of December 31, 2009 are as follows:

Scheduled

Principal

Years Ending: Payments
$ 658,687
698,508
3,643,027
605,292
9,294,691
12,095,297
$ 26,995,502

7. RELATED PARTY TRANSACTIONS

Certain services and facilities are provided to the Company by C.I. Holding Group, Inc. and Subsidiaries (“CI”), a
small shareholder in the Company and is approximately 35% owned by the Company’s executive management. A
portion of the Company’s general and administrative costs are paid by CI and then reimbursed by the Company. The
Company reimbursed CI $56,539 in 2009 and $37,646 in 2008 for general and administrative expenses.

The Company has entered into a property management agreement with CHG Properties, Inc. (“CHG”), a wholly-
owned subsidiary of CI, to manage all of its properties at rates up to 5% of gross income. During the years ended
December 31, 2009 and 2008, the Company paid CHG total management fees of $354,540 and $249,834,
respectively.

During the term of the property management agreement, the Company has an option to acquire the business
conducted by CHG. The option is exercisable, with the approval of a majority of the Company’s directors not
otherwise interested in the transaction, without any consent of the property manager, its board or its shareholders,.
The option price is shares of the Company to be determined by a predefined formula based on the net income of
CHG during the 6-month period immediately preceding the month in which the acquisition notice is delivered.

Beginning in November 2008, the Company took occupancy of Pacific Oaks Plaza in Escondido, California and
leased a portion of the building to affiliates. Total rents charged and paid by these affiliates for year ended
December 31, 2009 was approximately $50,000 and for the two months ended December 31, 2008 was
approximately $8,300.

In October 2009, William H. Allen, as trustee for the Allen Trust, authorized the conversion of 33.3% of the Allen
Trust's interest in the NetREIT LP 01 partnership into 25,790 shares of NetREIT common stock. In November 2009,
the Company purchased these shares from the Allen Trust for $9.30 per share for a total of $239,844. Mr. Allen was
elected to the Board of Directors at our annual shareholder meeting on October 16, 2009.
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In 2009, the Company invested in two limited partnerships where the General Partner is Dubose Model Homes USA
LP (“Dubose Model Homes”). Larry Dubose, a director of the Company, serves as President of Dubose Model
Homes. The General Partner does not have an economic interest in either partnership and will not make any capital
contributions. The General Partner receives fees for due diligence and a management fee for accounting and
administrative services. Total fees paid to Dubose Model Homes by the partnerships for the year ended December
31, 2009 were approximately $72,000.

8. SHAREHOLDERS’ EQUITY

In September 2005, the Company commenced a private placement offering of Units and Convertible Series AA
Preferred Stock. The Units consisted of 2 shares of common stock and a warrant to purchase 1 share of common
stock at $12 ($9.87 per share adjusted for stock dividends). In October 2006, the Company closed that offering and
commenced a private placement offering of only its common stock. The Company is currently self-underwriting a
private placement offering and sale of 20,000,000 shares of its common stock at a price of $10 per share. This
offering is being made only to accredited investors and up to thirty-five non-accredited investors pursuant to an
exemption from registration provided by Section 4(2) and Rule 506 of Regulation D under the Securities Act of
1933, as amended. No public or private market exists for the securities and no public market is expected to develop
for the securities after the completion of the offering. During the years ended December 31, 2009 and 2008, the
Company received gross proceeds from the sale of common shares and warrants of $27,055,384 and $26,912,553,
respectively.

Common Stock. The Company is authorized to issue up to 100,000,000 shares of Series A Common Stock
(“Common Stock™) and 1,000 shares of Series B Common Stock. The Common Stock and the Series B Common
Stock have identical rights, preferences, terms and conditions except that the Series B Common Shareholders are not
entitled to receive any portion of Company assets in the event of Company liquidation. There have been no Series B
Common Stock shares issued. Each share of Common Stock entitles the holder to one vote. The Common Stock is
not subject to redemption and it does not have any preference, conversion, exchange or preemptive rights. The
articles of incorporation contain a restriction on ownership of the Common Stock that prevents one person from
owning more than 9.8% of the outstanding shares of common stock. At December 31, 2009 and 2008, there were
10,224,262 and 6,766,472 shares, respectively, of the Common Stock outstanding.

Undesignated Preferred Stock. The Company is authorized to issue up to 8,995,000 shares of preferred stock. The
preferred stock may be issued from time to time in one or more series. The Board of Directors is authorized to fix
the number of shares of any series of preferred stock, to determine the designation of any such series, and to
determine or alter the rights granted to or imposed upon any wholly unissued series of preferred stock including the
dividend rights, dividend rate, conversion rights, voting rights, redemption rights (including sinking fund
provisions), redemption price, and liquidation preference.

Series A Preferred Stock. The Board of Directors authorized 5,000 shares of the preferred stock as Series A (“Series
A”). Each share of Series A (i) shall be entitled to receive, in event of any liquidation, dissolution or winding up of
the affairs of the Company, an amount equal to nine dollars and 10/100 plus an amount equal to all accrued and
unpaid dividends and no more before any distribution shall be made to the holders of Common Stock or any other
class of shares or series ranking junior and subordinated to the Series A; (ii) is entitled to, when and if declared by
the board of directors, annual dividends at the rate of $0.65 which are cumulative and payable quarterly; (iii) ranks
senior, to the payment of dividends and distributions of assets upon liquidation, to common stock or any other series
of preferred stock that is not senior to or on parity with the Series A Preferred Stock; (iv) is entitled to receive $9.10
plus accrued dividends upon liquidation; (v) shall have no voting rights except under certain circumstances as
provided by the Articles of Incorporation; (vi) so long as any Series A is outstanding, the corporation shall not; (a)
without the affirmative vote of the holders of at least two-thirds of the shares of Series A Preferred Stock amend,
alter or repeal the Articles of Incorporation; (b) authorize or issue or increase any additional class or series of stock
ranking senior to or on a parity with the Series A; and (c) affect any reclassification of the Series A. There were no
Series A shares issued and outstanding at December 31, 2009 or 2008.
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Convertible Series AA Preferred Stock. The Board of Directors authorized the original issuance of 1,000,000 shares
of the Preferred Stock as Series AA (“Series AA”). Each share of Series AA (i) is non-voting, except under certain
circumstances as provided in the Articles of Incorporation; (ii) is entitled to annual cash dividends of 7% which are
cumulative and payable quarterly; (iii) ranks senior, as to the payment of dividends and distributions of assets upon
liquidation, to common stock or any other series of preferred stock that is not senior to or on parity with the Series
AA; (iv) is entitled to receive $25.00 plus accrued dividends upon liquidation; (v) may be redeemed by the
Company prior to the mandatory conversion date at a price of $25.00 plus accrued dividends, (vi) may be converted
into two shares of common stock at the option of the holder prior to the mandatory conversion date, and (vii) shall
be converted into two shares of common stock on the fourth Friday of December 2015. The conversion price is
subject to certain anti-dilution adjustments. At December 31, 2009 and 2008 there were 50,200 shares of Series AA
outstanding.

Common Stock Units. During 2005 and 2006, the Company offered common stock units. Each common stock unit
(the “Units”) consisted of two shares of the Company’s common stock and one warrant (the “Warrant”) to acquire
for $12 one share of common stock ($9.87 per share adjusted for stock dividends). The common stock and the
Warrant comprising the Units may be separated immediately upon issuance. Each may be transferred separately
from the other, subject to compliance with applicable federal and state securities law.

Shareholder Warrants. Warrants were issued in connection with private placements of common stock Units during
2005 and 2006 pursuant to the terms of the respective subscription agreements. Each warrant entitles the registered
holder to purchase one share of Series A common stock at the exercise price of $12 per share ($9.87 per share
adjusted for stock dividends) during the period commencing upon issuance and continuing through the close of
business on March 31, 2010. In the event a warrant is not exercised by its expiration date, it will be automatically
converted into a one-tenth share of common stock. The warrants are redeemable at the Company’s election at any
time upon prior written notice of at least 30 days of the date so noticed for redemption. In payment of such
redemption, the Company must issue to each holder of a Warrant so redeemed one-tenth common share on the
redemption date. The exercise price, the number and kind of securities issuable on exercise of any Warrant, and the
number of Warrants are subject to adjustment in the event the Company pays stock dividends or makes stock
distributions with respect to its common shares. Adjustments will also be made upon any reclassification of the
Company’s common shares or in the event the Company makes certain pro rata distributions of options or warrants
to its common shareholders. The warrant agreements also provide for adjustments in the event the Company
consummates certain consolidation or merger transactions, and in the event the Company sells all, or substantially
all, of its assets. Warrant holders do not have any voting or other rights of the Company’s shareholders and are not
entitled to receive dividends or other distributions. At December 31, 2009 and 2008, there were 526,562 and
433,204 shareholder warrants outstanding, respectively.

Broker Dealer Warrants. Warrants are issued pursuant to the terms of the respective $10.50 broker agreement and
the Participating Broker Dealer Agreement in connection with the on going private placement offering. Each
Warrant entitles the registered holder to purchase one share of common stock at the exercise price of $10.50 per
share for a period of three years from the date of issued. The exercise price, the number and kind of securities
issuable on exercise of any Warrant, and the number of Warrants are subject to adjustment in the event the Company
pays stock dividends or makes stock distributions with respect to its common stock. Adjustments will also be made
upon any reclassification of the Company’s common shares or in the event the Company makes certain pro rata
distributions of options or warrants to its common shareholders. The warrant agreements also provide for
adjustments in the event the Company consummates certain consolidation or merger transactions, and in the event
the Company sells all, or substantially all, of its assets. Warrant holders do not have any voting or other rights of the
Company’s shareholders and are not entitled to receive dividends or other distributions. During the years ended
December 31, 2009 and 2008, Warrants for the purchase of 128,311 and 123,009 shares of common stock,
respectively, were issued in connection with the private placement offering. Management has determined that such
Warrants had no value at issuance. At December 31, 2009 and 2008 there were Warrants outstanding for 395,828
and 276,258 shares of common stock at exercise prices ranging from $9.52 to $10.00 due to the adjustments for
stock dividends issued.
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Limited Partnerships. In 2008, the Company and the other tenant in common contributed their respective equity
ownership in the Escondido 7-Eleven to NetREIT 01 LP, a California limited partnership. Initially, the limited
partner had an option to exchange its equity interest in the property into shares of NetREIT common stock at a
conversion price equal to $9.30 per share up to 77,369 shares. In 2009, the partner exchanged one third of its
interests in the partnership into 25,790 shares of Company common stock. Adjusted for stock dividends, the partner
has the rights to exchange interests in the partnership for up to 54,158 shares of Company common stock. The
Company has a put option to convert the partner’s equity interests in NetREIT 01 LP into shares of Company
common stock at $8.86 per share for up to 54,158 common shares upon the earlier of April 21, 2013 or the
completion of an initial public offering of shares to be registered under the Securities Act of 1933.

In October 2009, NetREIT and five former tenants in common of Casa Grande Apartments and Palm Self-Storage
contributed their respective ownership interests in these properties into NetREIT Casa Grande LP and NetREIT
Palm LP. In exchange for the contribution of property, the owners became limited partners of these partnerships and
NetREIT became the general partner. The partners have an option to exchange their equity interest in the partnership
for up to 353,139 shares of Company common stock at a conversion price equal to $8.86 per share. The Company
has a put option to convert the partner’s equity interests in these limited partnerships to shares of Company common
stock at $8.86 per share for up to 353,139 shares.

Employee Retirement and Share-Based Incentive Plans

Stock Options. The following table summarizes the stock option activity.

Weighted

Average

Exercise

Shares Price

Balance, December 31, 2007 ......uuuveeeeiiieieeeeeeieeeeeee et 42,501 $ 7.06
OPLIONS EXEICISEA. .. eeutieuieiiiieiieiti ettt ettt sttt ettt s b e sbe e b e sanesaeens (22,248) $ 6.36
Options outstanding and exercisable, December 31, 2008 20,253  $ 7.28
OPLIONS EXETCISEW. .. euveurereieeiereietiitetstestetesseeetessesestessesesseseesessesesseseesessesessesessesseseesansesesas (13,528) $ 8.15

Options outstanding and exercisable, December 31, 2009 .........cccccocviveiniininiinicnicneeneee 6,725 $ 8.64

At December 31, 2009, the options outstanding and exercisable had an exercise price of $8.64 and expiration date of
June 2010 with a weighted average remaining term of six months.

The intrinsic value of a stock option is the amount by which the market value of the underlying stock at December

31 of each year exceeds the exercise price of the option. The aggregate intrinsic value of options exercised in 2009

and 2008 was $25,081 and $81,199, respectively. The aggregate intrinsic value of options outstanding, all of which
are exercisable, was $9,158 and $34,239 at December 31, 2009 and 2008, respectively.

Share-Based Incentive Plan. An incentive award plan has been established for the purpose of attracting and
retaining officers, key employees and non-employee board members. The Compensation Committee of the Board of
Directors adopted a Restricted Stock plan (“Restricted Stock™) in December 2006 and granted nonvested shares of
restricted common stock on January 1, 2007, 2008 and 2009. The nonvested shares have voting rights and are
eligible for any dividends paid to common shares. The share awards vest in equal annual installments over a three or
five year period from date of issuance. The Company recognized compensation cost for these fixed awards over the
service vesting period, which represents the requisite service period, using the straight-line attribution expense
method.
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The value of the nonvested shares was calculated based on the offering price of the shares in the most recent private
placement offering of $10 adjusted for stock dividends since granted and assumed selling costs. The value of
granted nonvested restricted stock issued during 2009 totaled $360,254.The value of granted nonvested restricted
stock issued during 2008 totaled $198,035. During the year ended December 31, 2009, 23,607 shares vested and
$202,000 was recorded as compensation expense. During the year ended December 31, 2008, 12,144 shares vested
and $119,575 was recorded as compensation expense. The remaining 43,675 nonvested restricted shares will vest in
equal installments over the next two to four years.

A table of non-vested restricted shares granted and vested since December 31, 2007 is as follows:

Balance, December 31, 2007
Granted
VESEEA .ttt ettt e e e ettt e e e e e e e e e e————taaeeeeeeee—————aaaaeeeeaaai————ttaaaeeeeaaaintaraaaaaaaaaaan
(@F: 11 Te1<] 1 [Tc IS USSP SO UURRRRUION
Balance, December 31, 2008
Granted

Stock Dividends. The Company’s Board of Directors declared stock dividends on common shares to all
Shareholders of record and at rates shown in the table below:

Stock Common Stock
Date of Declaration Record Date Dividend Rate Value Shares Amount
December 4, 2009.........cccevveeeeennennn. January 1, 2010 5% $8.60 482,027 $4,145,432

The stock dividend was issued on January 2, 2010.

Cash Dividends. During 2009 and 2008, the Company paid cash dividends of $2,399,521 and $1,381,091,
respectively. As the Company reported net losses in both 2009 and 2008, these cash dividends represent a return of
capital to the stockholders rather than a distribution of earnings. Cash dividends paid per common share for the years
ended December 31, 2009 and 2008 were $0.60 and $0.69, respectively. Dividends paid per share of Series AA
Preferred Stock for both of the years ended December 31, 2009 and 2008 were $1.75 per share, or $87,850.
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9. COMMITMENTS AND CONTINGENCIES

Operating Leases. The Company has operating leases with tenants that expire at various dates through 2020 and are
either subject to scheduled fixed increases or adjustments based on the Consumer Price Index. Generally, the leases
grant tenants renewal options. Leases also provide for additional rents based on certain operating expenses. Future
contractual minimum rent under operating leases as of December 31, 2009 for five years and thereafter are
summarized as follows:

Scheduled

Years Ending: Payments
$ 5,793,673
4,271,472
3,185,387
1,980,095
1,376,074
4,129,857
$20,736.558

The Company has a noncancelable ground lease obligation on World Plaza expiring in June 1, 2062. The current
annual rent of $20,040 is subject to adjustment every ten years based on the Cost of Living Index for the Los
Angeles area compared to the base month of June 1963 which was 107.4. At the termination of the lease the
Company has an option to purchase the property for a total purchase price of $181,710. In September 2007, when
World Plaza was acquired, the option was determined to have a fair value of $1,370,000 based upon comparable
land sales adjusted to present value (Note 3).

Scheduled payments on the lease obligation as of December 31, 2009 are as follows:

Scheduled

Years Ending: Payments
$ 20,040
20,040
21,154
21,910
21,910
1,115,294
$ 1,220,348

Litigation. Neither the Company nor any of the Company’s properties are presently subject to any material litigation
nor, to the Company’s knowledge, is there any material threatened litigation.

Environmental Matters. The Company follows the policy of monitoring its properties for the presence of hazardous
or toxic substances. While there can be no assurance that a material environmental liability does not exist, the
Company is not currently aware of any environmental liability with respect to the properties that would have a
material effect on the Company’s financial condition, results of operations and cash flow. Further, the Company is
not aware of any environmental liability or any unasserted claim or assessment with respect to an environmental
liability that the Company believes would require additional disclosure or recording of a loss contingency.
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10. CONCENTRATION OF CREDIT RISKS

Concentration of credit risk with respect to accounts receivable is limited due to the large number of tenants
comprising the Company’s rental revenue. No single tenant accounted for 10% or more of total rental income for the
year ended December 31, 2009. The County of San Bernardino accounted for approximately 10% of total rental
income for the year ended December 31, 2008.

11. SEGMENTS

The Company’s reportable segments consist of the four types of commercial real estate properties for which the
Company’s decision-makers internally evaluate operating performance and financial results: Residential Properties,
Office Properties, Retail Properties, Self-Storage Properties and Mortgage Loans. The Company also has certain
corporate level activities including accounting, finance, legal administration and management information systems
which are not considered separate operating segments.

The Company’s chief operating decision maker evaluates the performance of its segments based upon net operating
income. Net operating income is defined as operating revenues (rental income, tenant reimbursements and other
property income) less property and related expenses (property expenses, real estate taxes, ground leases and
provisions for bad debts) and excludes other non-property income and expenses, interest expense, depreciation and
amortization, and general and administrative expenses. The accounting policies of the reportable segments are the
same as those described in the Company’s significant accounting policies (see Note 2). There is no intersegment
activity.
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The following tables reconcile the Company’s segment activity to its results of operations and financial position as

of and for the years ended December 31, 2009 and 2008.

Office Properties:
Rental INCOME ....c..ooviiiiiieiiiiicieiceee et
Property and related expenses
Net operating income, as defined............cocceereeiiniiiienineeeeee e

Equity in (losses) from real estate VENtUIES ..........coceeeeerueeneriienieneeneenieeiennenne

Residential Properties:

ReNtal iNCOME ......oouiiiiiiiiiiiic e e
Property and related expenses.........
Net operating income, as defined

Equity in earnings from real estate ventures

Retail Properties:

Rental income ..........ccccecvevenennen.
Property and related expenses.........
Net operating income, as defined
Equity in earnings from real estate VeNTUIES.........c.eeveerieenieriienienienieeneeie e
Self Storage Properties:
ReNtal INCOME ....cuveiiiiiieiiiiicieicceee et
Property and related expenses.........
Net operating income, as defined....
Equity in income (losses) from real estate ventures

Mortgage loan activity:
INEETESE INCOME.....eeivieeiieeiieetieeete et e et e et e e teeeteeeteeeeeeeaaeesaeessseesasaenssaens
Reconciliation to Net Income Available to Common Shareholders:
Total net operating income, as defined, for reportable segments .......................
Unallocated other income:
Total Other INCOME .....ccuvieereeeiieeiieeieeete ettt e et e eebeeebeeeaeeesareesaseenaseens
Gain (10ss) on sale Of real €StAte ..........ceeevveeeeviieeeeiriee et e e
Unallocated other expenses:
General and administrative expenses
Interest eXpense ........cccceeveeveenreenueeeennne.
Depreciation and amortization.....
INEE LOSS cuvtieeniie ettt ettt et e e et e et e et e et e e st e e ssbeeesbeesnseesnseesnsaesnneensseennsaens
NONCONIOIING INLETESES ...eouvieivieiieriiieiieniteieete ettt ettt
Net 10SS cuvveeereerreerieeeieeeree e
Preferred dividends
Net loss available for common shareholders ............ccevvuierieeiiieinieiniieenieeeen.
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Year Ended December 31,
2009 2008
2,939,624 $ 2,680,847
1,650,855 1,426,849
1,288,769 1,253,998

(309,967) (66,279)
54,525 49,517
32,086 25,554
22,439 23,963

119,409 21,883
1,554,562 1,272,686
455,999 442,551
1,098,563 830,135
30,424 15,839
931,072 1,104,360
532,233 612,710
398,839 491,650
47,176 (12,166)
59.114 270,088
2,754,766 2,829,111
26,437 54,328
219,449 (41,024)
2,325,846 1,678,576
998,351 1,186,481
2,186,303 2,087,877
(2,509,848) (2,110,519)

23,679

(2,533,527) (2,110,519)
(87.850) (87,850)
(2,621,377) $  (2.198,369)




December 31,

2009 2008

Assets:
Office Properties:
Land, buildings and improvements, net (1) $ 31,554,488 $ 21,088,756
TOtal @SSELS (2).vveeeeeereeeeeeiriee e eectee e e e 32,652,322 22,397,320
Investment in real estate ventures 12,665,799 13,232,571
Residential Property:
Land, buildings and improvements, Net............cecvereereerireiesiesieseeneeeeeee e 1,571,935
Total ASSELS ..vvvvveeeeeeeeeeeeeeee e 1,594,248
Investment in real estate ventures 1,526,830 147,530
Retail Properties:
Land, buildings and improvements, Net (1) ......cccccereeieeierieiieiieneeeeieeee e 17,574,262 16,692,805
TOtal @SSELS (2).rveeeeeereeeeeeireee e et eetee et e e 17,746,702 17,104,905
Investments in real estate ventures 694,458
Self Storage Properties:
Land, buildings and improvements, Net (1) ......cccccoreereeiiiriienienienieeeieeee e 21,241,275 7,664,048
TOLAl @SSEES (2)rveeeeeerrieeeereee ettt eeeee et e e et e e e et e e e e et eeeeeaaeeeeetaeeeeetreeeennaeeens 21,364,770 7,875,137
Investment in real €StAte VENTUIES ........vvviiiiiiiiiieeieieeeeeeeeeeeieeeeee e e e e e e e eenaaaeeeeeeee s 2,380,484
Mortgage loan activity:
Mortgage receivable and accrued INterest.........cooeevervieeierienienieeneenenieeee e 920,216 3,052,845
o) 721 B T £ TR 920,216 3,052,845
Reconciliation to Total Assets:
Total assets for reportable SEZMENLS ..........eveeriereierieieeie ettt ee e 88,470,887 66,885,250
Other unallocated assets:

Cash and cash eqUIVAIENLS .......cccevieiiiiiiiiiieniceece e 9,298,523 4,778,761

Prepaid expenses and other assets, NEt........c.c.cecvereeriereeriinnieniieneeneeneeieeneens 2,222,427 766.869

TOAL ASSELS ..ttt et e e et e e et e e e e e e e e e eareee s $ 99.991,837 $ 72,430,880

(1) Includes lease intangibles and the land purchase option related to property acquisitions.

(2) Includes land, buildings and improvements, current receivables, deferred rent receivables and deferred leasing
costs and other related intangible assets, all shown on a net basis.
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Years ended December 31,

2009 2008
Capital Expenditures:(1)
Office Properties:
Acquisition of Operating PrOPErties ..........ceervrrerueririerirrerieeererieresteeereseeeeseseesees $ 11,149,618 $ 15,002,361
Capital expenditures and tenant iMProVemMents ...........cocueveerreerueenuereeneeneeneennes 678,932 650,466
Residential Property:
Capital expenditures and tenant imMProvVements ............cceeverreereeereeeiueseeseeeneeennes
Retail Properties:
Acquisition of OpPerating Properties ...........cocveeeereereerieeieereerieeneeneenesreeeeneenne 7,164,030
Capital expenditures and tenant iMProVemMents ...........cocueveereenueenuervenreeneeneennes 4,290 158,377
Self Storage Properties:
Acquisition of OPerating PrOPEItIES .........cceererrererererreeieienrerieseniesesreeeseeneens 8,975,000
Capital expenditures and tenant iMProVEMENts ...........coceeveerreenueenuercveneeneeneennes 35,759 22,020
Mortgage loan activity:
L0ans OrIZINAEA .....coveeuieiiieiiieeiieie ettt ettt 920,716
Total Reportable Segments:
Acquisition of Operating Properties ..........c..oeeeerrereereeseeeieseeseeseeseeeeeeeeseene 20,124,618 22,166,391
Capital expenditures and tenant improvements 718.981 830,863
Total real estate INVESLMENLS.......c..everteriirerineriereeeeieet ettt sieeneens $ 20,843,599 § 22,997,254
Total 10an OFIZINALIONS ........c.eiriererieiiereeieerereee sttt see et s b seae s ebe s eseseeas $ — 3 920,716

(1) Total consolidated capital expenditures are equal to the same amounts disclosed for total reportable segments.
12. SUBSEQUENT EVENTS

On February 26, 2010, the Company acquired the rights to use of the name Dubose Model Homes USA (“DMHU”)
and the former employees of DMHU. In addition, the Company entered into a management agreement to manage
the existing partnerships of DMHU in return for the rights to receive management fees from these partnerships.
DMHU has historically invested in model homes and leased them back to the developers for a period of three to five
years at which time the model homes are sold. NetREIT intends to begin to invest in model homes and lease them
back to the developers under similar terms.

Larry G. Dubose, a Director at NetREIT since June 2005, currently served as President of DMHU and will continue
to manage the business as a Executive Vice President of NetREIT.

In March 2010, NetREIT and the other tenant in common of Garden Gateway Plaza contributed their respective
ownership interests in these properties into NetREIT Garden Gateway LP. In exchange for the contribution of
property, the other owner became a limited partner of Garden Gateway LP and NetREIT became the general partner.
The limited partner has an option to exchange their equity interest in the partnership for up to 42,900 shares of
Company common stock at a conversion price equal to $9.30 per share. The Company has a put option to convert
the partner’s equity interests in these limited partnerships to shares of Company common stock at $9.30 per share for
up to 42,900 shares.
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY
ACT OF 2002

I, Jack K. Heilbron, certify that:

1.

2.

I have reviewed this Annual Report on Form 10-K of NetREIT;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the issuer as of,
and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation;

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has material affected, or is reasonably likely to materially effect, the registrant’s internal control
over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: March 30, 2010 By: /s/ Jack K. Heilbron

Jack K. Heilbron
Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL
AND ACCOUNTING OFFICER PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Kenneth W. Elsberry, certify that:
1. Thave reviewed this Annual Report on Form 10-K of NetREIT;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the issuer as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation;

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s forth fiscal quarter in the case of an annual
report) that has material affected, or is reasonably likely to materially effect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: March 30, 2010 By: /s/ Kenneth W. Elsberry
Kenneth W. Elsberry
Principal Financial and Accounting Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Each of the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, in their capacities as CEO and CFO,
respectively, of NetREIT, (the “Company”) that, to his knowledge, this Annual Report on Form 10-K for the period
ended December 31, 2009 (the “Report”) fully complies with the requirements of Section 13(a) of the Securities
Exchange Act of 1934 and that the information contained in the Report fairly presents, in all material respects, the
financial condition of the Company at the end of such period and the results of operations of the Company for such
period.

Date: March 30, 2010 By: /s/ Jack K. Heilbron
Jack K. Heilbron,
Chief Executive Officer

Date: March 30, 2010 By: /s/ Kenneth W. Elsberry
Kenneth W. Elsberry,
Chief Financial Officer
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