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FORWARD-LOOKING STATEMENTS

Some of the statements contained in this annual report constitute forward-looking statements, within the meaning of the Private Securities
Litigation Reform Act of 1995 and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), and we intend such
statements to be covered by the safe harbor provisions contained therein. Forward-looking statements relate to future events or the future
performance or financial condition of Ares Commercial Real Estate Corporation ("ACRE" and, together with its consolidated subsidiaries, the

non non

"Company," "we," "us" and "our"). The forward-looking statements contained in this report involve a number of risks and uncertainties,
including statements concerning:

our business and investment strategy;

our projected operating results;

the timing of cash flows, if any, from our investments;

the state of the U.S. economy generally or in specific geographic regions;

defaults by borrowers in paying debt service on outstanding items;

actions and initiatives of the U.S. Government and changes to U.S. Government policies;

our ability to obtain and maintain financing arrangements, including securitizations;

the amount of commercial mortgage loans requiring refinancing;

our expected investment capacity and available capital;

financing and advance rates for our target investments;

our expected leverage;

general volatility of the securities markets in which we may invest;

the impact of a protracted decline in the liquidity of credit markets on our business;

the uncertainty surrounding the strength of the U.S. economic recovery;
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the return or impact of current and future investments;

allocation of investment opportunities to us by Ares Commercial Real Estate Management LLC, or "our Manager";

changes in interest rates and the market value of our investments;

effects of hedging instruments on our target investments;

rates of default or decreased recovery rates on our target investments;

rates of prepayments on our mortgage loans and the effect on our business of such prepayments;

the degree to which our hedging strategies may or may not protect us from interest rate volatility;

changes in governmental regulations, tax law and rates, and similar matters (including interpretation thereof);

our ability to maintain our qualification as a real estate investment trust for U.S. federal income tax purposes, or "REIT";

our ability to maintain our exemption from registration under the Investment Company Act of 1940, as amended;
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availability of investment opportunities in mortgage-related and real estate-related investments and securities;

the ability of our Manager to locate suitable investments for us, monitor, service and administer our investments and execute

our investment strategy;

the ability of ACRE Capital LLC to originate and sell mortgage loans;

our ability to successfully complete and integrate any acquisitions;

the impact of committed loans failing to close;

availability of qualified personnel;

estimates relating to our ability to make distributions to our stockholders in the future;

our understanding of our competition;

market trends in our industry, interest rates, real estate values, the debt securities markets or the general economy; and

the future of U.S. government-sponsored enterprises.

non "o

We use words such as "anticipates," "believes," "expects,” "intends," "will," "should," "may" and similar expressions to identify
forward-looking statements. Our actual results could differ materially from those expressed in the forward-looking statements for any reason,
including the factors set forth under "Risk Factors" and elsewhere in this annual report on Form 10-K.

We have based the forward-looking statements included in this annual report on information available to us on the date of this annual
report, and we assume no obligation to update any such forward-looking statements.
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PART I

Item 1. Business

The following description of the business of Ares Commercial Real Estate Corporation should be read in conjunction with the information
included elsewhere in this annual report on Form 10-K for the year ended December 31, 2014. We refer to Ares Commercial Real Estate
Corporation ("ACRE") together with our subsidiaries as "we," "us,” "Company," or "our," unless we specifically state otherwise or the context
indicates otherwise. We refer to our manager, Ares Commercial Real Estate Management LLC, as our "Manager" or "ACREM" and the parent
company of our Manager, Ares Management L.P., together with its consolidated subsidiaries, as "Ares Management."

GENERAL

We are a specialty finance company that is primarily focused on directly originating, managing and servicing a diversified portfolio of
commercial real estate ("CRE") debt-related investments for our own account. Our target investments include senior loans, bridge loans,
subordinated debt, preferred equity and other CRE investments. Through our Manager, a subsidiary of Ares Management, L.P. (NYSE: ARES),
a publicly traded, leading global alternative asset manager, we have investment professionals strategically located across the United States and in
Europe who directly source new loan opportunities for us with owners, operators and sponsors of CRE properties. This is our primary business
segment, referred to as the principal lending business.

We are also engaged in the mortgage banking business through our wholly owned subsidiary, ACRE Capital LLC ("ACRE Capital"),
which we believe is complementary to our principal lending business. In this business segment, we directly originate long-term senior loans
collateralized by multifamily and senior-living properties and sell them to third parties pursuant to programs overseen by government agencies
and government-sponsored enterprises ("GSEs"). For operating and financial information about our segments, see Note 19 to our consolidated
financial statements included in this annual report on Form 10-K.

We were formed and commenced operations in late 2011. We are a Maryland corporation and completed our initial public offering (the
"[PO") in May 2012. We have elected and qualified to be taxed as a REIT for U.S. federal income tax purposes under the Internal Revenue Code
of 1986, as amended (the "Code"), commencing with our taxable year ended December 31, 2012. We are externally managed by our Manager
pursuant to the terms of a management agreement.

Our Investment Strategy
Principal Lending Business

In our principal lending business, we target borrowers whose capital needs are not being suitably met in the conventional bank market by
offering customized financing solutions. We implement a strategy focused on direct origination combined with experienced portfolio
management. We believe the availability of the customized capital we provide in the CRE middle-market is limited and we continue to find
increasing demand from borrowers and sponsors for customized solutions in this segment of the market. We act as a single "one stop" source of
financing for our customers through our customized financing solutions. We generally hold our loans for investment and earn interest and
interest-related income.

Mortgage Banking Business

On August 30, 2013, we commenced our complementary mortgage banking business through the acquisition of ACRE Capital. We operate
our mortgage banking business under a combination of programs, including the Federal National Mortgage Association ("Fannie Mae"), the
Federal Home
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Loan Mortgage Corporation ("Freddie Mac"), the Government National Mortgage Association ("Ginnie Mae") and the Federal Housing
Administration, a division of the U.S. Department of Housing and Urban Development (together with Ginnie Mae, "HUD"). ACRE Capital is
approved as a Fannie Mae Delegated Underwriting and Servicing ("DUS") lender, a Freddie Mac Program Plus® Seller/Servicer, a Multifamily
Accelerated Processing ("MAP") and Section 232 LEAN lender for HUD, and a Ginnie Mae issuer. In our mortgage banking business, we
utilize such platforms to originate and service multifamily residential, senior housing and healthcare facilities mortgage loans (our "mortgage
banking target investments"). While we earn little interest income from these activities as we generally only hold loans for short periods, we
receive origination fees when we close loans and sale premiums when we sell loans. We also retain the rights to service the loans, which are
known as mortgage servicing rights ("MSRs") and receive fees for providing such services during the life of the loans which generally last ten
years or more.

Direct Origination

We generally source new investments through our national direct origination platform consisting of over 13 offices across the United States
as of December 31, 2014. We also seek to make investments in Europe through Ares Management, which has offices in major cities across
Europe.

Opportunistic Strategy

In pursuing investment opportunities with attractive risk-reward profiles, our Manager incorporates our views of the current and future
economic environment, our outlook for real estate in general and particular asset classes and our assessment of the risk-reward profile derived
from our underwriting. Our Manager's underwriting standards center on the creditworthiness of the borrower and the underlying sponsor of a
given asset, with particular focus on an asset's business plan, competitive positioning within the market, existing capital structure and potential
exit opportunities. All investment decisions are made so that we maintain our qualification as a REIT and our exemption from registration under
the Investment Company Act of 1940, as amended, or the "1940 Act".

In addition, as part of our investment strategy, we may from time to time engage in discussions with counterparties with respect to various
potential strategic transactions, including potential investments in, and acquisitions of, other real estate or finance companies or loan portfolios.
In connection with evaluating potential strategic transactions, we may incur significant expenses for the evaluation and due diligence
investigation and negotiation of any potential transaction.

Our investment strategy may be amended from time to time without the approval of our stockholders, if recommended by our Manager and
approved by our board of directors. We expect to disclose any material changes to our investment strategy in the periodic quarterly and annual
reports that we file with the SEC.

Our Target Assets

Our target investments in the principal lending business include transitional senior mortgage loans, stretch senior mortgage loans, bridge
loans, subordinated debt, preferred equity and other CRE investment opportunities (our "principal lending target investments" and, together with
our mortgage banking target investments, our "target investments"). In the case of bridge loans, with respect to multifamily properties, we may
seek to provide interim-financing to borrowers prior to or while they are pursuing long-term, permanent financing through our mortgage banking
business under various GSE and HUD programs.
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For information about our investment portfolio, see "Management's Discussion And Analysis Of Financial Condition And Results Of
Operations Investment Portfolio" and Note 3 to our consolidated financial statements included in this annual report on Form 10-K.

Commercial Real Estate Loans

Senior Commercial Mortgage Loans: These mortgage loans are typically secured by first liens on commercial properties,
including the following property types: office, retail, multifamily/manufactured housing, industrial/warehouse and
hospitality. In some cases, first lien mortgages may be divided into an A-Note and a B-Note. The A-Note is typically a
privately negotiated loan that is secured by a first mortgage on a commercial property or group of related properties that is

senior to a B-Note secured by the same first mortgage property or group.

Subordinated Debt: These loans may include structurally subordinated first mortgage loans and junior participations in first
mortgage loans or participations in these types of assets. As noted above, a B-Note is typically a privately negotiated loan
that is secured by a first mortgage on a commercial property or group of related properties and is subordinated to an A-Note
secured by the same first mortgage property or group. The subordination of a B-Note or junior participation typically is
evidenced by participations or intercreditor agreements with other holders of interests in the note. B-Notes are subject to

more credit risk with respect to the underlying mortgage collateral than the corresponding A-Note.

Mezzanine Loans: Like B-Notes, these loans are also subordinated CRE loans, but are usually secured by a pledge of the
borrower's equity ownership in the entity that owns the property or by a second lien mortgage on the property. In a
liquidation, these loans are generally junior to any mortgage liens on the underlying property, but senior to any preferred
equity or common equity interests in the entity that owns the property. Investor rights are usually governed by intercreditor

agreements.

Preferred Equity: Similar to mezzanine loans, real estate preferred equity investments are subordinate to first mortgage
loans and are not collateralized by the property underlying the investment. As a holder of preferred equity, we seek to
enhance our position with covenants that limit the activities of the entity in which we have an interest and protect our equity
by obtaining an exclusive right to control the underlying property after an event of default, should such a default occur on
our investment.

Other CRE Investments

To a lesser extent, we invest in other loans and securities, subject to maintaining our qualification as a REIT, including but not limited to
loans to real estate or hospitality companies, debtor-in-possession loans and selected other income producing equity investments, such as triple
net lease equity.
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Ares Commercial Real Estate Management LL.C and Ares Management L.P.

We are externally managed by our Manager pursuant to the terms of a management agreement dated April 25, 2012, as amended, between
us and our Manager (the "Management Agreement").

Our Manager is a subsidiary of Ares Management, a publicly traded, leading global alternative asset manager with approximately
$86 billion of assets under management ("AUM")!" as of December 31, 2014. As of December 31, 2014, Ares Management had over 750
employees in over 15 principal and originating offices across the United States, Europe and Asia. Since its inception in 1997, Ares Management
has adhered to a disciplined investment philosophy that focuses on delivering strong risk adjusted investment returns throughout market cycles.
Ares Management believes each of its four distinct but complementary investment groups in Tradable Credit, Direct Lending, Private Equity and
Real Estate is a market leader based on AUM and investment performance. Ares Management was built upon the fundamental principle that
each group benefits from being part of the greater whole.

Our Manager is responsible for administering our business activities and day-to-day operations and providing us our executive management
team, principal investment team and appropriate support personnel. Pursuant to the Management Agreement, our Manager is entitled to receive a
base management fee, an incentive fee and expense reimbursements. In addition, in certain circumstances, our Manager will be entitled to
receive a termination fee if the Management Agreement is terminated. Our Manager may also receive grants of equity-based awards pursuant to
our equity incentive plan that was adopted on April 23, 2012, or the "2012 Equity Incentive Plan". For more information on the terms of the
Management Agreement, see Note 15 to our consolidated financial statements included in this annual report on Form 10-K.

@
Ares Management is the parent to several registered investment advisers, including Ares Commercial Real Estate Management. AUM
refers to the assets of the funds, alternative asset companies and other entities and accounts that are managed or co-managed by Ares.
For Ares funds other than collateralized loan obligations ("CLOs"), AUM represents the sum of the net asset value of such funds, the
drawn and undrawn debt (at the fund-level including amounts subject to restrictions) and uncalled committed capital (including
commitments to funds that have yet to commence their investment periods). For Ares funds that are CLOs, AUM represents
subordinated notes (equity) plus all drawn and undrawn debt tranches. AUM amounts are as of December 31, 2014 and pro forma for
Ares' acquisition of Energy Investors Funds ("EIF"), which closed on January 1, 2015.

10
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The following chart shows the structure and various investment strategies of Ares Management as of December 31, 2014:

ey
Ares Management is the parent to several registered investment advisers, including Ares Commercial Real Estate Management. AUM
refers to the assets of the funds, alternative asset companies and other entities and accounts that are managed or co-managed by Ares.
For Ares funds other than CLOs, AUM represents the sum of the net asset value of such funds, the drawn and undrawn debt (at the
fund-level including amounts subject to restrictions) and uncalled committed capital (including commitments to funds that have yet to
commence their investment periods). For Ares funds that are CLOs, AUM represents subordinated notes (equity) plus all drawn and
undrawn debt tranches. AUM amounts are as of December 31, 2014 and pro forma for Ares' acquisition of EIF, which closed on
January 1, 2015.

)
Includes approximately $4 billion of AUM as of December 31, 2014 from the acquisition of EIF on January 1, 2015.

MARKET OPPORTUNITY

We believe market conditions continue to be favorable for disciplined and scaled direct lending with broad and flexible product offerings.
We have recently witnessed the emergence of new debt providers and legacy debt providers expanding their risk tolerances for transitional
lending opportunities. This expanded tolerance has resulted in increased competition for our target assets and, together with the low interest rate
environment, has increased refinancing activity which we believe has led to higher prepayment rates on our mortgage loans. Additionally, we
believe increased commercial real estate transaction volumes will allow our Manager to remain selective in its origination of assets for us. In
addition, we estimate that over the next three years a large amount of debt maturing in the real estate market will increase borrower demand.

As one of only 15 lenders approved as both a Fannie Mae DUS and Freddie Mac Program Plus® Seller/Servicer as of December 31, 2014,
we believe our mortgage banking segment, ACRE Capital, possesses distinct competitive advantages in providing governmentally supported
financing products to borrowers. Furthermore, given license requirements for the mortgage banking business, we believe that there are high
barriers to entry to this market where government agencies and GSEs represent the largest current source of financing for multifamily borrowers.
Since we operate both as a principal lender and a mortgage banker, we can offer a wider array of financing solutions to our customers. We also
have the flexibility to provide a combination of solutions to our customers, including instances

11
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where our principal lending business provides a short-term, bridge loan to an owner of multifamily properties while our mortgage banking
business seeks long-term permanent financing for the same customer. This provides us with the opportunity to offer our customer an efficient
"one stop" financial product and at the same time earn revenues at multiple times in the relationship with the customer. First, we can earn fees,
interest and interest-related income while holding the short term bridge loan. Second, we can earn interest and interest related income,
origination fees and sale premiums when we provide permanent financing and sell the loans under government and GSE programs. Third, we
can earn servicing fees from MSRs that we retain on the permanent loans. We expect these products will drive referral and revenue opportunities
across ACRE and lead to expanded growth. We believe that this flexible approach, coupled with Ares Management's market visibility and
sourcing capabilities, enables us to identify attractive investment opportunities throughout economic cycles and across a borrower's capital
structure.

OUR FINANCING STRATEGY

We intend to use prudent amounts of leverage to fund the origination or acquisition of our target investments. Subject to maintaining our
qualification as a REIT and our exemption from the 1940 Act, we expect that our primary sources of financing will be, to the extent available to
us, through (a) credit, secured funding and other lending facilities, (b) securitizations, (c) other sources of private financing, including
warehouse, repurchase facilities and structuring of senior and mezzanine loans and (d) public or private offerings of our equity or debt securities.
In the future, we may utilize other sources of financing to the extent available to us.

Given current market conditions and our focus on first or senior mortgages, we currently expect that such leverage would not exceed, on a
debt-to-equity basis, a 4-to-1 ratio. Our charter and bylaws do not restrict the amount of leverage that we may use. The amount of leverage we
will deploy for particular investments in our target investments will depend upon our Manager's assessment of a variety of factors, which may
include, among others, the anticipated liquidity and price volatility of the assets in our investment portfolio, the potential for losses and extension
risk in our portfolio, the gap between the duration of our assets and liabilities, including hedges, the availability and cost of financing the assets,
our opinion of the creditworthiness of our financing counterparties, the health of the U.S. economy generally or in specific geographic regions
and commercial mortgage markets, our outlook for the level and volatility of interest rates, the slope of the yield curve, the credit quality of our
assets, the collateral underlying our assets, and our outlook for asset spreads relative to the LIBOR curve.

Financing Facilities

We borrow funds under the ASAP Line of Credit and the BAML Line of Credit (the "Warehouse Lines of Credit"), and the Wells Fargo
Facility, the December 2014 Citibank Facility, the Capital One Facility, the CNB Facilities, the MetLife Facility and the UBS Facilities
(individually defined in Note 6 to the consolidated financial statements included in this annual report on Form 10-K and collectively, the
"Secured Funding Agreements"). We refer to the Warehouse Lines of Credit and the Secured Funding Agreements as the "Financing Facilities."
As of December 31, 2014, our outstanding balance under the Financing Facilities was $746 million. While the borrowers under the Financing
Facilities generally are our subsidiaries, all such facilities (excluding the Warehouse Lines of Credit) are guaranteed by ACRE. Generally, we
seek to partially offset interest rate risk by matching the interest index of loans held for investment with the Financing Facility used to fund
them.

Additionally, we have $69 million of outstanding aggregate principal amount of 2015 Convertible Notes and approximately $528 million
aggregate principal amount of indebtedness outstanding under two securitizations as of December 31, 2014.

12



Edgar Filing: Ares Commercial Real Estate Corp - Form 10-K

Table of Contents

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations" included in this annual report on
Form 10-K for a further discussion of our borrowings as of December 31, 2014.

TAXATION

We have elected and qualified to be taxed as a REIT for U.S. federal income tax purposes under the Code, commencing with our taxable
year ended December 31, 2012. We generally will not be subject to U.S. federal income taxes on our REIT taxable income, determined without
regard to the deduction for dividends paid and excluding net capital gains, to the extent that we annually distribute all of our REIT taxable
income to stockholders and comply with various other requirements as a REIT.

In connection with the acquisition of ACRE Capital in August 2013, we contributed the common units of ACRE Capital to ACRE Capital
Holdings LLC ("TRS Holdings"), a wholly owned subsidiary of ours. We formed a wholly owned subsidiary in December 2013, ACRC Lender
W TRS LLC ("ACRC W TRS") and in March 2014, ACRC Lender U TRS LLC ("ACRC U TRS") in order to issue and hold certain loans
intended for sale. Entity classification elections to be taxed as a corporation and taxable REIT subsidiary ("TRS") elections were made with
respect to TRS Holdings, ACRC W TRS and ACRC U TRS. A TRS is an entity taxed as a corporation other than a REIT in which a REIT
directly or indirectly holds equity, and that has made a joint election with such REIT to be treated as a TRS. Other than some activities relating
to lodging and health care facilities, a TRS generally may engage in any business, including investing in assets and engaging in activities that
could not be held or conducted directly by us without jeopardizing our qualification as a REIT. A TRS is subject to applicable U.S. federal, state,
local and foreign income tax on its taxable income. In addition, as a REIT, we also may be subject to a 100% excise tax on certain transactions
between us and our TRS that are not conducted on an arm's-length basis.

COMPETITION

Our net income depends, in part, on our ability to originate or acquire assets at favorable spreads over our borrowing costs. In our principal
lending business, we compete with other public or private REITs, specialty finance companies, savings and loan associations, banks, mortgage
bankers, insurance companies, mutual funds, institutional investors, investment banking firms, financial institutions, governmental bodies, fund
managers and other entities. In addition, there are numerous REITs with similar asset origination and acquisition objectives and others may be
organized in the future. These other REITs will increase competition for the available supply of mortgage assets suitable for purchase and
origination. Many of our competitors are significantly larger than we are and have considerably greater financial, technical, marketing and other
resources than we do. Some competitors may have a lower cost of funds and access to funding sources that are not available to us, such as the
U.S. Government. Many of our competitors are not subject to the operating constraints associated with REIT tax compliance or maintenance of
an exemption from the 1940 Act. In our mortgage banking business, we compete with commercial banks, commercial real estate service
providers and insurance companies. In addition, future changes in laws, regulations and GSE and HUD program requirements could lead to the
entry of more competitors. In addition, some of our competitors may have higher risk tolerances or different risk assessments, which could allow
them to consider a wider variety of investments and establish more relationships than us. Current market conditions may attract more
competitors, which may increase the competition for sources of financing. An increase in the competition for sources of funding could adversely
affect the availability and cost of financing, and thereby adversely affect the market price of our common stock. See "Management's Discussion
and Analysis of Financial Condition and Results of Operations Factors Impacting Our Operating Results Market Conditions" included in this
annual report on Form 10-K.

10
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In the face of this competition, we have access to our Manager's and Ares Management's professionals, the ACRE Capital team and their
collective industry expertise, which may provide us with a competitive advantage and help us assess investment risks and determine appropriate
pricing for certain potential investments. These relationships enable us to compete more effectively for attractive investment opportunities.
However, we may not be able to achieve our business goals or expectations due to the competitive risks that we face. For additional information
concerning these competitive risks, see "Risk Factors Risks Related to Our Investments We operate in a competitive market for investment
opportunities and loan originations and competition may limit our ability to originate or acquire desirable investments in our target investments
and could also affect the pricing of these securities" included in this annual report on Form 10-K.

STAFFING

We are externally managed by our Manager pursuant to the Management Agreement. Our executive officers also serve as officers of our
Manager. Although ACRE does not have any employees, ACRE Capital employs over 100 employees. For more information on the terms of the
Management Agreement, see Note 15 to our consolidated financial statements included in this annual report on Form 10-K.

AVAILABLE INFORMATION

We file with or submit to the SEC annual, quarterly and current periodic reports, proxy statements and other information meeting the
informational requirements of the Exchange Act. This information is available free of charge by calling us collect at (312) 252-7500 or on our
website at www.arescre.com. The information on our website is not deemed incorporated by reference in this annual report. You also may
inspect and copy these reports, proxy statements and other information, as well as the annual report and related exhibits and schedules, at the
Public Reference Room of the SEC at 100 F Street, NE, Washington, D.C. 20549. You may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information
statements and other information filed electronically by us with the SEC which are available on the SEC's Internet site at www.sec.gov. Copies
of these reports, proxy and information statements and other information may be obtained, after paying a duplicating fee, by electronic request at
the following e-mail address: publicinfo@sec.gov, or by writing the SEC's Public Reference Room, 100 F Street, NE, Washington, D.C. 20549.

11
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Item 1A. Risk Factors

RISK FACTORS

You should carefully consider these risk factors, together with all of the other information included in this annual report, including our
consolidated financial statements and the related notes thereto, before you decide whether to make an investment in our securities. The risks set
out below are not the only risks we face. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial
also may materially adversely affect our business, financial condition and/or operating results. If any of the following events occur, our
business, financial condition and results of operations could be materially adversely affected. In such case, the value of our common stock and
the trading price of our securities could decline, and you may lose all or part of your investment.

RISKS RELATED TO OUR RELATIONSHIP WITH OUR MANAGER AND ITS AFFILIATES

Our future success depends on our Manager, its key personnel and their access to the investment professionals of Ares Management.
We may not find a suitable replacement for our Manager if our management agreement is terminated, or if such key personnel or
investment professionals leave the employment of our Manager or Ares Management or otherwise become unavailable to us.

We rely on the resources of our Manager to manage our day-to-day operations (other than the operations of ACRE Capital, which has
employees that provide certain services in connection with our mortgage banking business). Other than the ACRE Capital employees, ACRE
does not employ any personnel. We rely completely on our Manager to provide us with investment advisory services.

Our executive officers also serve as officers of our Manager. Our Manager has significant discretion as to the implementation of our
investment and operating policies and strategies. Accordingly, we believe that our success depends to a significant extent upon the efforts,
experience, diligence, skill and network of business contacts of the officers and key personnel of our Manager. The officers and key personnel of
our Manager evaluate, negotiate, close and monitor our investments; therefore, our success depends on their continued service. The departure of
any of the officers or key personnel of our Manager could have a material adverse effect on our business.

Our Manager is not obligated to dedicate any specific personnel exclusively to us. None of our officers are obligated to dedicate any
specific portion of their time to our business. Each of them has significant responsibilities for other investment vehicles managed by affiliates of
Ares Management. As a result, these individuals may not always be able to devote sufficient time to the management of our business. Further,
when there are turbulent conditions in the real estate markets or distress in the credit markets, the attention of our Manager's personnel and our
executive officers and the resources of Ares Management will also be required by other investment vehicles managed by affiliates of Ares
Management.

In addition, we offer no assurance that our Manager will remain our investment manager or that we will continue to have access to our
Manager's officers and key personnel. The initial term of our Management Agreement with our Manager expires on May 1, 2015, and will be
automatically renewed for one-year terms thereafter. Furthermore, our Manager may decline to renew the Management Agreement with
180 days' written notice prior to the expiration of the renewal term. If the Management Agreement is terminated and no suitable replacement is
found to manage us, we may not be able to execute our investment strategy.

We also depend on access to, and the diligence, skill and network of business contacts of the investment professionals of other groups
within Ares Management and the information and deal flow generated by Ares Management's investment professionals in the course of their
investment and portfolio management activities. The departure of any of these individuals, or of a significant number of the investment
professionals or partners of Ares Management, could have a material adverse effect
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on our business, financial condition or results of operations. We cannot assure you that we will continue to have access to Ares Management's
investment professionals or its information and deal flow.

Our growth depends on the ability of our Manager to make investments on favorable terms that satisfy our investment strategy and
otherwise generate attractive risk-adjusted returns initially and consistently from time to time.

Our ability to achieve our investment objectives depends on our ability to grow, which depends, in turn, on the management and investment
teams of our Manager and their ability to identify and to make investments on favorable terms in our target investments as well as on our access
to financing on acceptable terms. The demands on the time of the professional staff of our Manager will increase as our portfolio grows, and we
cannot assure you that our Manager will be able to hire, train, supervise, manage and retain new officers and employees to manage future growth
effectively, and any such failure could have a material adverse effect on our business.

There are various conflicts of interest in our relationship with our Manager and Ares Management that could result in decisions that
are not in the best interests of our stockholders.

We are subject to conflicts of interest arising out of our relationship with our Manager and Ares Management. In the future, we may enter
into additional transactions with Ares Management or its affiliates. In particular, we may invest in, acquire, sell assets to or provide financing to
investment vehicles managed by Ares Management or its affiliates and their portfolio companies or co-invest with, purchase assets from, sell
assets to, or arrange financing from any such investment vehicles and their portfolio companies. Any such transactions will require approval by a
majority of our independent directors. There can be no assurance that any procedural protections will be sufficient to ensure that these
transactions will be made on terms that will be at least as favorable to us as those that would have been obtained in an arm's-length transaction.

Our Manager and Ares Management have agreed that for so long as our Manager is managing us, neither Ares Management nor any of its
affiliates will sponsor or manage any other U.S. publicly traded REIT that invests primarily in the same asset classes as us. Ares Management
and its affiliates may sponsor or manage another U.S. publicly traded REIT that invests generally in real estate assets but not primarily in our
target investments. However, affiliates of our Manager manage other investment vehicles whose core investment strategies focus on one or more
of our target asset classes. To the extent such existing vehicles or other Ares Management vehicles that may be organized in the future seek to
acquire the same target assets as our Company, subject to Ares Management's allocation policy described below, the scope of opportunities
otherwise available to us may be adversely affected and/or reduced.

Ares Management has an investment allocation policy in place that is intended to enable us to share equitably with any other investment
vehicles that are managed by Ares Management. In general, investment opportunities are allocated taking into consideration various factors,
including, among others, the relevant investment vehicles' available capital, their investment objectives or strategies, their risk profiles and their
existing or prior positions in an issuer/security, as well as potential conflicts of interest, the nature of the opportunity and market conditions. The
investment allocation policy may be amended by our Manager and Ares Management at any time without our consent.
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The ability of our Manager and its officers and employees to engage in other business activities may reduce the time our Manager
spends managing our business and may result in certain conflicts of interest.

Certain of our officers and directors, and the officers and other personnel of our Manager, also serve or may serve as officers, directors or
partners of Ares Management, as well as Ares Management sponsored investment vehicles, including new affiliated potential pooled investment
vehicles or managed accounts not yet established, whether managed or sponsored by Ares Management's affiliates or our Manager. Accordingly,
the ability of our Manager and its officers and employees to engage in other business activities may reduce the time our Manager spends
managing our business. These activities could be viewed as creating a conflict of interest insofar as the time and effort of the professional staff
of our Manager and its officers and employees will not be devoted exclusively to the business of the Company; instead it will be allocated
between the business of the Company and the management of these other investment vehicles.

In the course of our investing activities, we will pay base management fees to our Manager and will reimburse our Manager for certain
expenses it incurs. As a result, investors in our common stock will invest on a "gross" basis and receive distributions on a "net" basis after
expenses, resulting in, among other things, a lower rate of return than one might achieve through direct investments. As a result of this
arrangement, our Manager's interests may be less aligned with our interests.

The Management Agreement with our Manager was not negotiated on an arm's-length basis and may not be as favorable to us as if it
had been negotiated with an unaffiliated third party.

We rely completely on our Manager to provide us with investment advisory services. Our executive officers also serve as officers of our
Manager. Our Management Agreement with our Manager was negotiated between related parties and its terms, including fees payable, may not
be as favorable to us as if it had been negotiated with an unaffiliated third party.

We will pay our Manager substantial base management fees regardless of the performance of our portfolio. Our Manager's entitlement to a
base management fee, which is not based upon performance metrics or goals, might reduce its incentive to devote its time and effort to seeking
investments that provide attractive risk-adjusted returns for our portfolio. This in turn could hurt both our ability to make distributions to our
stockholders and the market price of our common stock.

The initial term of our Management Agreement with our Manager expires on May 1, 2015. Thereafter, the Management Agreement
automatically renews for one year terms unless terminated upon 180 days' written notice prior to the expiration of the then current term in
accordance with its terms. If the Management Agreement is terminated and no suitable replacement is found to manage us, we may not be able
to execute our investment strategy.

Terminating the Management Agreement for unsatisfactory performance of the Manager or electing not to renew the Management
Agreement may be difficult and terminating the agreement in certain circumstances requires payment of a substantial termination fee.

Termination of the Management Agreement with our Manager without cause is difficult and costly. Our independent directors will review
our Manager's performance and the management fees annually and, upon 180 days' written notice prior to the expiration of any renewal term, the
Management Agreement may be terminated upon the affirmative vote of at least two-thirds of our independent directors based upon: (a) our
Manager's unsatisfactory performance that is materially detrimental to us; or (b) a determination that the management fees payable to our
Manager are not fair, subject to our Manager's right to prevent termination based on unfair fees by accepting a reduction of management fees
agreed to by at least two-thirds of our independent directors. Additionally, upon any such termination, the Management Agreement provides that
we will pay our Manager a termination fee
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equal to three times the sum of the average annual base management fee and incentive fee received by our Manager during the 24-month period
before such termination, calculated as of the end of the most recently completed fiscal quarter. This provision increases the cost to us of
terminating the Management Agreement and adversely affects our ability to terminate our Manager without cause.

During the initial three-year term of the Management Agreement, we may not terminate the Management Agreement except for cause.

The incentive fee payable to our Manager under the Management Agreement may cause our Manager to select investments in riskier
assets to increase its incentive compensation.

Our Manager is entitled to receive incentive compensation based upon our achievement of targeted levels of Core Earnings. "Core
Earnings" is defined in our Management Agreement as generally accepted accounting principles ("GAAP") net income (loss) computed in
accordance with GAAP, excluding non-cash equity compensation expense, the incentive fee, depreciation and amortization (to the extent that
any of our target investments are structured as debt and we foreclose on any properties underlying such debt), any unrealized gains, losses or
other non-cash items recorded in net income (loss) for the period, regardless of whether such items are included in other comprehensive income
or loss, or in net income (loss), and one-time events pursuant to changes in GAAP and certain non-cash charges after discussions between our
Manager and our independent directors and after approval by a majority of our independent directors. For purposes of calculating the incentive
fee prior to the completion of a 12-month, Core Earnings is calculated on the basis of the number of days that our Management Agreement has
been in effect on an annualized basis. No incentive fees were earned for the years ended December 31, 2014, 2013 and 2012. In evaluating
investments and other management strategies, the opportunity to earn incentive compensation based on Core Earnings may lead our Manager to
place undue emphasis on the maximization of Core Earnings at the expense of other criteria, such as preservation of capital, in order to achieve
higher incentive compensation. Investments with higher yield potential are generally riskier or more speculative. This could result in increased
risk to the value of our investment portfolio.

Our Manager manages our portfolio in accordance with very broad investment guidelines and our board of directors does not approve
each investment and financing decision made by our Manager, which may result in our making riskier investments than those currently
comprising our investment portfolio.

While our directors periodically review our investment portfolio, they do not review all of our proposed investments. In addition, in
conducting periodic reviews, our directors may rely primarily on information provided to them by our Manager. Our investment guidelines may
be changed from time to time. Furthermore, our Manager may use complex strategies and transactions entered into by our Manager that may be
difficult or impossible to unwind by the time they are reviewed by our directors. Our Manager has great latitude in determining the types of
assets that are proper investments for us, which could result in investment returns that are substantially below expectations or that result in
losses, which would materially and adversely affect our business operations and results. In addition, our Manager is not subject to any limits or
proportions with respect to the mix of target investments that we originate or acquire other than as necessary to maintain our qualification as a
REIT and our exemption from registration under the 1940 Act. Decisions made and investments entered into by our Manager may not fully
reflect your best interests.

Our Manager may change its investment process, or elect not to follow it, without stockholder consent at any time, which may adversely
affect our investments.

Our Manager may change its investment process without stockholder consent at any time. In addition, there can be no assurance that our
Manager will follow its investment process in relation to

15

18



Edgar Filing: Ares Commercial Real Estate Corp - Form 10-K

Table of Contents

the identification and underwriting of prospective investments. Changes in our Manager's investment process may result in inferior, among other
things, due diligence and underwriting standards, which may adversely affect the performance of our portfolio.

We do not have a policy that expressly prohibits our directors, officers, stockholders or affiliates from engaging for their own account in
business activities of the types conducted by us.

We do not have a policy that expressly prohibits our directors, officers, stockholders or affiliates from engaging for their own account in
business activities of the types conducted by us. However, our code of business conduct and ethics contains a conflicts of interest policy that
prohibits our directors, officers and employees from engaging in any transaction that involves an actual conflict of interest with us without the
approval of the audit committee of our board of directors. In addition, our Management Agreement with our Manager does not prevent our
Manager and its affiliates from engaging in additional management or investment opportunities, some of which could compete with us, and our
code of business conduct and ethics acknowledges that such activities shall not be deemed a conflict of interest.

Our Manager is subject to extensive regulation as an investment adviser, which could adversely affect its ability to manage our business.

Our Manager is subject to regulation as an investment adviser by various regulatory authorities that are charged with protecting the interests
of its clients, including us. Instances of criminal activity and fraud by participants in the investment management industry and disclosures of
trading and other abuses by participants in the financial services industry have led the U.S. government and regulators to consider increasing the
rules and regulations governing, and oversight of, the U.S. financial system. This activity is expected to result in changes to the laws and
regulations governing the investment management industry and more aggressive enforcement of the existing laws and regulations. Our Manager
could be subject to civil liability, criminal liability, or sanction, including revocation of its registration as an investment adviser, revocation of
the licenses of its employees, censures, fines, or temporary suspension or permanent bar from conducting business, if it is found to have violated
any of these laws or regulations. Any such liability or sanction could adversely affect our Manager's ability to manage our business. Our
Manager must continually address conflicts between its interests and those of its clients, including us. In addition, the SEC and other regulators
have increased their scrutiny of potential conflicts of interest. Our Manager has procedures and controls that are reasonably designed to address
these issues. However, appropriately dealing with conflicts of interest is complex and difficult and if our Manager fails, or appears to fail, to deal
appropriately with conflicts of interest, it could face litigation or regulatory proceedings or penalties, any of which could adversely affect its
ability to manage our business.

We may not replicate Ares Management's historical performance.

We cannot assure you that we will replicate Ares Management's historical performance, and we caution you that our investment returns
could be substantially lower than the returns achieved by other entities managed by Ares Management or its affiliates. Although such funds
share our general objective of targeting investments in senior secured debt, each of them is or has been focused on making senior debt
investments secured primarily by the corporate assets of their borrowers and none of them target investments in senior or any other loans secured
by CRE, which is our specific investment objective.
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We do not own the Ares name, but we may use the name pursuant to a license agreement with Ares Management. Use of the name by
other parties or the termination of our license agreement may harm our business.

We have entered into a license agreement with Ares Management pursuant to which it has granted us a non-exclusive, royalty-free license
to use the name "Ares." Under this agreement, we have a right to use this name for so long as Ares Commercial Real Estate Management LLC
serves as our Manager pursuant to the Management Agreement. Ares Management retains the right to continue using the "Ares" name. We
cannot preclude Ares Management from licensing or transferring the ownership of the "Ares" name to third parties, some of whom may compete
with us. Consequently, we would be unable to prevent any damage to goodwill that may occur as a result of the activities of Ares Management
or others. Furthermore, in the event that the license agreement is terminated, we will be required to change our name and cease using the name.
Any of these events could disrupt our recognition in the market place, damage any goodwill we may have generated and otherwise harm our
business. The license agreement may be terminated by either party without penalty upon 180 days written notice to the other prior to the
expiration of the initial three-year term or any renewal term.

Our Manager's and Ares Management's liability is limited under the Management Agreement, and we have agreed to indemnify our
Manager against certain liabilities. As a result, we could experience poor performance or losses for which our Manager would not be
liable.

Pursuant to the Management Agreement, our Manager does not assume any responsibility other than to render the services called for
thereunder and will not be responsible for any action of our board of directors in following or declining to follow its advice or recommendations.
Under the terms of the Management Agreement, our Manager, its officers, members, managers, directors, personnel, any person controlling or
controlled by our Manager, including Ares Management, and any person providing services to our Manager will not be liable to us, any
subsidiary of ours, our stockholders or partners or any subsidiary's stockholders or partners for acts or omissions performed in accordance with
and pursuant to the Management Agreement, except by reason of acts constituting bad faith, willful misconduct, gross negligence, or reckless
disregard of their duties under the Management Agreement. In addition, we have agreed to indemnify our Manager, its officers, stockholders,
members, managers, directors, personnel, any person controlling or controlled by our Manager and any person providing services to our
Manager with respect to all expenses, losses, damages, liabilities, demands, charges and claims arising from acts of our Manager not constituting
bad faith, willful misconduct, gross negligence, or reckless disregard of duties, performed in good faith in accordance with and pursuant to the
Management Agreement.

Our Manager and its affiliates, including Ares Management, have limited experience managing a portfolio of assets in the manner
necessary to maintain our exemption under the 1940 Act.

In order to maintain our exemption from registration under the 1940 Act, the assets in our portfolio are subject to certain restrictions that
limit our operations meaningfully. Our Manager and its affiliates, including Ares Management, have limited experience managing a portfolio in
the manner necessary to maintain our exemption from registration under the 1940 Act.

RISKS RELATED TO OUR COMPANY GENERALLY

We have limited operating history and may not be able to operate our business successfully or generate sufficient revenue to make or
sustain distributions to our stockholders.

We were organized on September 1, 2011, completed our IPO on May 1, 2012 and have limited operating history. We cannot assure you
that we will be able to operate our business successfully or implement our operating policies and strategies as described in this annual report.
The results of our
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operations depend on several factors, including the availability of opportunities for the origination or acquisition of target investments, the level
and volatility of interest rates, the availability of adequate short and long-term financing, conditions in the financial markets and economic
conditions.

Our board of directors may change our investment strategy or guidelines, financing strategy or leverage policies without stockholder
consent.

Our board of directors may change our investment strategy or guidelines, financing strategy or leverage policies with respect to
investments, originations, acquisitions, growth, operations, indebtedness, capitalization and distributions at any time without the consent of our
stockholders, which could result in an investment portfolio with a different risk profile than that of our current investment portfolio or of a
portfolio comprised of our target investments. A change in our investment strategy may increase our exposure to interest rate risk, default risk
and real estate market fluctuations. Furthermore, a change in our asset allocation could result in our making investments in asset categories
different from those described in this annual report. These changes could adversely affect our financial condition, results of operations, the
market price of our common stock and our ability to make distributions to our stockholders.

Changes in laws or regulations governing our operations, changes in the interpretation thereof or newly enacted laws or regulations and
any failure by us to comply with these laws or regulations, could require changes to certain of our business practices, negatively impact
our operations, cash flow or financial condition, impose additional costs on us or otherwise adversely affect our business.

We are subject to regulation by laws and regulations at the local, state and federal levels. These laws and regulations, as well as their
interpretation, may change from time to time, and new laws and regulations may be enacted. Accordingly, any change in these laws or
regulations, changes in their interpretation, or newly enacted laws or regulations and any failure by us to comply with current or new laws or
regulations or such changes thereto, could require changes to certain of our business practices, negatively impact our operations, cash flow or
financial condition, impose additional costs on us or otherwise adversely affect our business. Furthermore, if regulatory capital requirements
imposed on our private lenders change, they may be required to limit, or increase the cost of, financing they provide to us. In general, this could
potentially increase our financing costs and reduce our liquidity or require us to sell assets at an inopportune time or price.

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Dodd-Frank
Act"). Many of the provisions of the Dodd-Frank Act have had extended implementation periods and delayed effective dates and have required
extensive rulemaking by regulatory authorities. While many of the rules required to be written have been promulgated, some have not yet been
implemented. Although the full impact of the Dodd-Frank Act on us may not be known for an extended period of time, the Dodd-Frank Act,
including the rules implementing its provisions and the interpretation of those rules, along with other legislative and regulatory proposals
directed at the financial services industry or affecting taxation that are proposed or pending in the U.S. Congress, may negatively impact our
operations, cash flows or financial condition, impose additional costs on us, intensify the regulatory supervision of us or otherwise adversely
affect our business.

Over the last several years, there also has been an increase in regulatory attention to the extension of credit outside of the traditional
banking sector, raising the possibility that some portion of the non-bank financial sector will be subject to new regulation. While it cannot be
known at this time whether any regulation will be implemented or what form it will take, increased regulation of non-bank credit extension
could negatively impact our operations, cash flows or financial condition, impose additional costs on us, intensify the regulatory supervision of
us or otherwise adversely affect our business.
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If we do not obtain and maintain the appropriate state licenses, we will not be allowed to originate or service real estate loans in some
states, which could materially and adversely affect us.

State mortgage loan finance licensing laws vary considerably. Many states and the District of Columbia impose a licensing obligation to
originate or purchase real estate loans. Many of these mortgage loan licensing laws also impose a licensing obligation to service real estate loans.
If we are unable to obtain the appropriate state licenses or do not qualify for an exemption, we could be materially and adversely affected.

If these licenses are obtained, state regulators impose additional ongoing obligations on licensees, such as maintaining certain minimum net
worth or line of credit requirements. The minimum net worth requirements vary from state to state. Further, in limited instances, the net worth
calculation may not include recourse on any contingent liabilities. If we do not meet these minimum net worth or line of credit requirements or
satisfy other criteria, regulators may revoke or suspend our licenses and prevent us from continuing to originate or service real estate loans,
which would materially and adversely affect us.

Uncertainty about the financial stability of the United States and of several countries in the European Union (EU) could have a
significant adverse effect on our business, financial condition and results of operations.

Due to federal budget deficit concerns, S&P downgraded the federal government's credit rating from AAA to AA+ for the first time in
history on August 5, 2011. Further, Moody's and Fitch had warned that they may downgrade the federal government's credit rating. Further
downgrades or warnings by S&P or other rating agencies, and the United States government's credit and deficit concerns in general, could cause
interest rates and borrowing costs to rise, which may negatively impact both the perception of credit risk associated with our debt portfolio and
our ability to access the debt markets on favorable terms. In addition, a decreased U.S. government credit rating could create broader financial
turmoil and uncertainty, which may weigh heavily on our financial performance and the value of our common stock.

In 2010, a financial crisis emerged in Europe, triggered by high budget deficits and rising direct and contingent sovereign debt in Greece,
Ireland, Italy, Portugal and Spain, which created concerns about the ability of these nations to continue to service their sovereign debt
obligations. While the financial stability of such countries has improved significantly, risks resulting from any future debt crisis in Europe or any
similar crisis could have a detrimental impact on the global economic recovery, sovereign and non-sovereign debt in these countries and the
financial condition of European financial institutions. Market and economic disruptions have affected, and may in the future affect, consumer
confidence levels and spending, personal bankruptcy rates, levels of incurrence and default on consumer debt and home prices, among other
factors. We cannot assure you that market disruptions in Europe, including the increased cost of funding for certain governments and financial
institutions, will not impact the global economy, and we cannot assure you that assistance packages will be available, or if available, be
sufficient to stabilize countries and markets in Europe or elsewhere affected by a financial crisis. To the extent uncertainty regarding any
economic recovery in Europe negatively impacts consumer confidence and consumer credit factors, our business, financial condition and results
of operations could be significantly and adversely affected.

In October 2014, the Federal Reserve announced that it was concluding its bond-buying program, or quantitative easing, which was
designed to stimulate the economy and expand the Federal Reserve's holdings of long-term securities, suggesting that key economic indicators,
such as the unemployment rate, had showed signs of improvement since the inception of the program. It is unclear what effect, if any, the
conclusion of the Federal Reserve's bond-buying program will have on the value of our investments. However, it is possible that, without
quantitative easing by the Federal Reserve, these
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developments, along with the United States government's credit and deficit concerns and the European sovereign debt crisis, could cause interest
rates and borrowing costs to rise, which may negatively impact our ability to access the debt markets on favorable terms. Additionally, in
January 2015, the Federal Reserve reaffirmed its view that the current target range for the federal funds rate was appropriate based on current
economic conditions. However, if key economic indicators, such as the unemployment rate or inflation, do not progress at a rate consistent with
the Federal Reserve's objectives, the target range for the federal funds rate may increase and cause interest rates and borrowing costs to rise,
which may negatively impact our ability to access the debt markets on favorable terms.

We are highly dependent on information systems and systems failures could significantly disrupt our business, which may, in turn,
negatively affect the market price of our common stock and our ability to pay dividends.

Our business is highly dependent on communications and information systems of Ares Management. Any failure or interruption of Ares
Management's systems could cause delays or other problems in our business, which could have a material adverse effect on our operating results
and negatively affect the market price of our common stock and our ability to pay dividends to our stockholders.

Cybersecurity risks and cyber incidents may adversely affect our business by causing a disruption to our operations, a compromise or
corruption of our confidential information and/or damage to our business relationships, all of which could negatively impact our
business, financial condition and operating results.

A cyber incident is considered to be any adverse event that threatens the confidentiality, integrity or availability of our information
resources. These incidents may be an intentional attack or an unintentional event and could involve gaining unauthorized access to our
information systems for purposes of misappropriating assets, stealing confidential information, corrupting data or causing operational disruption.
The result of these incidents may include disrupted operations, misstated or unreliable financial data, liability for stolen assets or information,
increased cybersecurity protection and insurance costs, litigation and damage to our business relationships. As our reliance on technology has
increased, so have the risks posed to our information systems, both internal and those provided by Ares Management and third-party service
providers. Ares Management has implemented processes, procedures and internal controls to help mitigate cybersecurity risks and cyber
intrusions, but these measures, as well as our increased awareness of the nature and extent of a risk of a cyber incident, do not guarantee that a
cyber incident will not occur and/or that our financial results, operations or confidential information will not be negatively impacted by such an
incident.

If we fail to comply with laws, regulations and market standards regarding the privacy, use and security of customer information, we
may be subject to legal and regulatory actions and our reputation would be harmed, which would materially adversely affect us.

We receive, maintain and store the non-public personal information of our loan applicants. The technology and other controls and processes
designed to secure our customer information and to prevent, detect and remedy any unauthorized access to that information were designed to
obtain reasonable, not absolute, assurance that such information is secure and that any unauthorized access is identified and addressed
appropriately. Accordingly, such controls may not have detected, and may in the future fail to prevent or detect, unauthorized access to our
borrower information. If this information is inappropriately accessed and used by a third party or an employee for illegal purposes, such as
identity theft, we may be responsible to the affected applicant or borrower for any losses he or she may have incurred as a result of
misappropriation. In such an instance, we may be liable to a governmental authority for fines or penalties associated with a lapse in the integrity
and security of our customers' information, which could materially adversely affect us.
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RISKS RELATED TO SOURCES OF FINANCING AND HEDGING

We may incur significant debt, which may subject us to increased risk of loss and may reduce cash available for distributions to our
stockholders.

We borrow funds under the Financing Facilities. As of December 31, 2014, we had approximately $746.0 million of outstanding
borrowings under the Financing Facilities. Subject to market conditions and availability, we may incur significant debt through bank credit
facilities (including term loans and revolving facilities), repurchase agreements, warehouse facilities and structured financing arrangements,
public and private debt issuances and derivative instruments, in addition to transaction or asset specific funding arrangements. The percentage of
leverage we employ will vary depending on our available capital, our ability to obtain and access financing arrangements with lenders, debt
restrictions contained in those financing arrangements and the lenders' and rating agencies' estimate of the stability of our investment portfolio's
cash flow. We may significantly increase the amount of leverage we utilize at any time without approval of our board of directors. In addition,
we may leverage individual assets at substantially higher levels. Incurring substantial debt could subject us to many risks that, if realized, would
materially and adversely affect us, including the risk that:

our cash flow from operations may be insufficient to make required payments of principal of and interest on the debt or we
may fail to comply with all of the other covenants contained in the debt, which is likely to result in (a) acceleration of such
debt (and any other debt containing a cross-default or cross-acceleration provision) that we may be unable to repay from
internal funds or to refinance on favorable terms, or at all, (b) our inability to borrow unused amounts under our financing
arrangements, even if we are current in payments on borrowings under those arrangements, and/or (c) the loss of some or all

of our assets to foreclosure or sale;

our debt may increase our vulnerability to adverse economic and industry conditions with no assurance that investment
yields will increase with higher financing costs;

we may be required to dedicate a substantial portion of our cash flow from operations to payments on our debt, thereby
reducing funds available for operations, future business opportunities, stockholder distributions or other purposes; and

we are not able to refinance debt that matures prior to the investment it was used to finance on favorable terms, or at all.
There can be no assurance that our leveraging strategy will be successful.
Our Financing Facilities impose, and any additional lending facilities will impose, restrictive covenants.

We borrow funds under the Financing Facilities. The documents that govern the Financing Facilities contain, and any additional lending
facilities would be expected to contain, customary negative covenants and other financial and operating covenants, that among other things, may
affect our ability to incur additional debt, make certain investments or acquisitions, reduce liquidity below certain levels, make distributions to
our stockholders, redeem debt or equity securities and impact our flexibility to determine our operating policies and investment strategies. For
example, such loan documents contain negative covenants that limit, among other things, our ability to repurchase our common stock, distribute
more than a certain amount of our net income or funds from operations to our stockholders, employ leverage beyond certain amounts, sell assets,
engage in mergers or consolidations, grant liens, and enter into transactions with affiliates (including amending the Management Agreement
with our Manager in a material respect). Certain of the restrictive covenants that apply to the Financing Facilities are further described in Note 6
to our consolidated financial statements included in this annual report on Form 10-K. If we fail to meet or satisfy any of these covenants, we
would be in default under these agreements, and our lenders could elect to declare outstanding amounts due and
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payable, terminate their commitments, require the posting of additional collateral and enforce their interests against existing collateral. We are
also subject to cross-default and acceleration rights and, with respect to collateralized debt, the posting of additional collateral and foreclosure
rights upon default. Further, these restrictions could also make it difficult for us to satisfy the qualification requirements necessary to maintain
our status as a REIT.

Interest rate fluctuations could increase our financing costs and reduce our ability to generate income on our investments, each of which
could lead to a significant decrease in our results of operations, cash flows and the market value of our investments.

We are affected by the fiscal and monetary policies of the U.S. government and its agencies, including the policies of the Federal Reserve,
which regulates the supply of money and credit in the United States. The Federal Reserve's policies affect interest rates, which have a significant
impact on the demand for CRE loans. Changes in fiscal and monetary policies are beyond our control, are difficult to predict and could
materially adversely affect us. Our primary interest rate exposures will relate to the yield on our investments and the financing cost of our debt.
Changes in interest rates will affect our net interest margin, which is the difference between the interest income we earn on our interest-earning
investments and the interest expense we incur in financing these investments. In addition, the fair value of ACRE Capital's MSRs are subject to
changes in interest rates. For example, a 100 basis point increase or decrease in the weighted average discount rate would decrease or increase,
respectively, the fair value of ACRE Capital's MSRs outstanding as of December 31, 2014 by approximately $1.8 million. Interest rate
fluctuations resulting in our interest expense exceeding interest income would result in operating losses for us. Changes in the level of interest
rates also may affect our ability to invest in investments, the value of our investments and our ability to realize gains from the disposition of
assets. Changes in interest rates may also affect borrower default rates.

To the extent that our financing costs will be determined by reference to floating rates, such as LIBOR or a Treasury index, plus a margin,
the amount of such costs will depend on a variety of factors, including, without limitation, (a) for collateralized debt, the value and liquidity of
the collateral, and for non-collateralized debt, our credit, (b) the level and movement of interest rates, and (c) general market conditions and
liquidity. In a period of rising interest rates, our interest expense on floating rate debt would increase, while any additional interest income we
earn on our floating rate investments may be subject to caps and may not compensate for such increase in interest expense. At the same time, the
interest income we earn on our fixed rate investments would not change, the duration and weighted average life of our fixed rate investments
would increase and the market value of our fixed rate investments would decrease. Similarly, in a period of declining interest rates, our interest
income on floating rate investments would decrease, while any decrease in the interest we are charged on our floating rate debt may be subject to
floors and not compensate for such decrease in interest income. Additionally, the interest we are charged on our fixed rate debt would not
change. Any such scenario could materially and adversely affect us.

Our operating results will depend, in part, on differences between the income earned on our investments, net of credit losses, and our
financing costs. For any period during which our investments are not match-funded, the income earned on such investments may respond more
slowly to interest rate fluctuations than the cost of our borrowings. Consequently, changes in interest rates, particularly short-term interest rates,
may immediately and significantly decrease our results of operations and cash flows and the market value of our investments.

ACRE Capital also is significantly affected by the fiscal and monetary policies of the U.S. government and its agencies. ACRE Capital is
particularly affected by the policies of the Federal Reserve, which regulates the supply of money and credit in the United States. The Federal
Reserve's policies affect interest rates, which have a significant impact on the demand for CRE loans. Significant fluctuations in interest rates as
well as protracted periods of increases or decreases in interest rates
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could adversely affect the operation and income of multifamily and other commercial real estate properties, as well as the demand from investors
for commercial real estate debt in the secondary market. In particular, higher interest rates tend to decrease the number of loans originated. An
increase in interest rates could cause refinancing of existing loans to become less attractive and qualifying for a loan to become more difficult.
Changes in fiscal and monetary policies are beyond our control, are difficult to predict and could materially adversely affect us.

The Financing Facilities and any bank credit facilities and repurchase agreements that we may use in the future to finance our assets,
may require us to provide additional collateral or pay down debt.

We borrow funds under the Financing Facilities. We anticipate that we will also utilize additional bank credit facilities or repurchase
agreements (including term loans and revolving facilities) to finance our assets if they become available on acceptable terms. Such financing
arrangements would involve the risk that the value of the loans or securities pledged or sold by us to the provider of the bank credit facility or
repurchase agreement counterparty may decline in value, in which case the lender may require us to provide additional collateral or to repay all
or a portion of the funds advanced. With respect to certain facilities, subject to certain conditions, our lenders retain the sole discretion over the
market value of loans or securities that serve as collateral for the borrowings under such facilities for purposes of determining whether we are
required to pay margin to such lenders. We may not have the funds available to repay our debt at that time, which would likely result in defaults
unless we are able to raise the funds from alternative sources, which we may not be able to achieve on favorable terms or at all. Posting
additional collateral would reduce our liquidity and limit our ability to leverage our assets. If we cannot meet these requirements, the lender
could accelerate our indebtedness, increase the interest rate on advanced funds and terminate our ability to borrow funds from it, which could
materially and adversely affect our financial condition and ability to implement our investment strategy. In addition, if the lender files for
bankruptcy or becomes insolvent, our loans may become subject to bankruptcy or insolvency proceedings, thus depriving us, at least
temporarily, of the benefit of these assets. Such an event could restrict our access to bank credit facilities and increase our cost of capital. The
providers of bank credit facilities and repurchase agreement financing may also require us to maintain a certain amount of cash or set aside
assets sufficient to maintain a specified liquidity position that would allow us to satisfy our collateral obligations. As a result, we may not be able
to leverage our assets as fully as we would choose, which could reduce our return on assets. If we are unable to meet these collateral obligations,
our financial condition and prospects could deteriorate rapidly.

In addition, if a counterparty to our repurchase transactions defaults on its obligation to resell the underlying security back to us at the end
of the transaction term, or if the value of the underlying security has declined as of the end of that term, or if we default on our obligations under
the repurchase agreement, we will likely incur a loss on our repurchase transactions.

There can be no assurance that we will be able to obtain additional bank credit facilities or repurchase agreements on favorable terms, or at
all.

Our access to sources of financing may be limited and thus our ability to grow our business and to maximize our returns may be
adversely affected.

We borrow funds under various financing arrangements and our business requires a significant amount of funding capacity on an interim
basis. Subject to market conditions and availability, we may incur significant additional debt through bank credit facilities (including term loans
and revolving facilities), repurchase agreements, warehouse facilities and structured financing arrangements, public and private debt issuances
and derivative instruments, in addition to transaction or asset specific funding arrangements. We may also issue additional debt or equity
securities to fund our growth.
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Our access to sources of financing will depend upon a number of factors, over which we have little or no control, including:

general economic or market conditions;

the market's view of the quality of our assets;

the market's perception of our growth potential;

our current and potential future earnings and cash distributions; and

the market price of the shares of our common stock.

From time to time, capital markets may experience periods of disruption and instability. For example, between 2008 and 2009, the global
capital markets were unstable as evidenced by periodic disruptions in liquidity in the debt capital markets, significant write-offs in the financial
services sector, the re-pricing of credit risk in the broadly syndicated credit market and the failure of major financial institutions. Despite actions
of the U.S. federal government and foreign governments, these events contributed to worsening general economic conditions that materially and
adversely impacted the broader financial and credit markets and reduced the availability of debt and equity capital for the market as a whole and
financial services firms in particular. While market conditions have experienced relative stability in recent years, there have been continuing
periods of volatility and there can be no assurance that adverse market conditions will not repeat themselves or worsen in the future.

We will need to periodically access the capital markets to raise cash to fund new investments in excess of our repayments. A prolonged
decline in the price of our shares of common stock compared to book value could negatively affect our access to these markets. We have elected
and qualified for taxation as a REIT. Among other things, in order to maintain our REIT status, we are generally required to annually distribute
to our stockholders an amount equal to at least 90% of our REIT taxable income, and, as a result, such distributions will not be available to fund
investment originations. We must continue to borrow from financial institutions and issue additional securities to fund the growth of our
investments and to ensure that we can meet ongoing maturities of our outstanding debt, including our 2015 Convertible Notes. Unfavorable
economic or capital market conditions may increase our funding costs, limit our access to the capital markets or could result in a decision by our
potential lenders not to extend credit. An inability to successfully access the capital markets could limit our ability to grow our business and fully
execute our business strategy and could decrease our earnings, if any. In addition, weakness in the capital and credit markets could adversely
affect one or more private lenders and could cause one or more of our private lenders to be unwilling or unable to provide us with financing or to
increase the costs of that financing. In addition, if regulatory capital requirements imposed on our private lenders change, they may be required
to limit, or increase the cost of, financing they provide to us. In general, this could potentially increase our financing costs and reduce our
liquidity or require us to sell assets at an inopportune time or price. No assurance can be given that we will be able to obtain any such financing
(including any replacement financing for our current financing arrangements) on favorable terms or at all.

Any warehouse facilities that we may obtain in the future may limit our ability to originate or acquire assets, and we may incur losses if
the collateral is liquidated.

We may utilize, if available, warehouse facilities pursuant to which we would accumulate mortgage loans in anticipation of a securitization
financing, which assets would be pledged as collateral for such facilities until the securitization transaction is consummated. In order to borrow
funds to originate or acquire assets under any future warehouse facilities, we expect that our lenders thereunder would have the right to review
the potential assets for which we are seeking financing. We may be unable to obtain the consent of a lender to originate or acquire assets that we
believe would be beneficial to us and we may be unable to obtain alternate financing for such assets. In addition, no assurance can be given that
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a securitization structure would be consummated with respect to the assets being warehoused. If the securitization is not consummated, the
lender could demand repayment of the facility, and in the event that we were unable to timely repay, could liquidate the warehoused collateral
and we would then have to pay any amount by which the original purchase price of the collateral assets exceeds its sale price, subject to
negotiated caps, if any, on our exposure. In addition, regardless of whether the securitization is consummated, if any of the warehoused collateral
is sold before the completion, we would have to bear any resulting loss on the sale.

We have utilized and may continue to utilize in the future non-recourse long-term securitizations. Such structures may expose us to
risks which could result in losses.

We have utilized and, if available, we may utilize in the future non-recourse long-term securitizations of our investments in mortgage loans,
especially loan originations, if and when they become available. Prior to any such financing, we may seek to finance these investments with
relatively short-term facilities until a sufficient portfolio is accumulated. As a result, we would be subject to the risk that we would not be able to
originate or acquire, during the period that any short-term facilities are available, sufficient eligible assets to maximize the efficiency of a
securitization. We also would bear the risk that we would not be able to obtain new short-term facilities or would not be able to renew any
short-term facilities after they expire should we need more time to seek and originate or acquire sufficient eligible assets for a securitization. In
addition, conditions in the capital markets, including volatility and disruption in the capital and credit markets, may not permit a non-recourse
securitization at any particular time or may make the issuance of any such securitization less attractive to us even when we do have sufficient
eligible assets. While we would intend to retain the unrated equity component of securitizations and, therefore, still have exposure to any
investments included in such securitizations, our inability to enter into such securitizations would increase our overall exposure to risks
associated with direct ownership of such investments, including the risk of default. Our inability to refinance any short-term facilities would also
increase our risk because borrowings thereunder would likely be recourse to us as an entity. If we are unable to obtain and renew short-term
facilities or to consummate securitizations to finance our investments on a long-term basis, we may be required to seek other forms of potentially
less attractive financing or to liquidate assets at an inopportune time or price.

The securitization process is subject to an evolving regulatory environment that may affect certain aspects of our current business.

The pools of commercial loans that we may originate, securitize or acquire as asset-backed securities and for which we act as special
servicer are structures commonly referred to as securitizations. As a result of the dislocation of the credit markets, and in anticipation of more
extensive regulation, including regulations promulgated pursuant to the Dodd-Frank Act, the securitization industry has crafted and continues to
craft changes to securitization practices, including changes to representations and warranties in securitization transaction documents, new
underwriting guidelines and disclosure guidelines. Pursuant to the Dodd-Frank Act, various federal agencies, including the SEC (collectively,
"the agencies") have promulgated regulations with respect to issues that affect securitizations. In August 2014, the SEC adopted amendments to
Regulation AB and other rules that impose significant additional disclosure, review and reporting requirements on issuers in connection with
registered offerings of asset-backed securities. These rules will take effect over the next year or more. The SEC has indicated that similar
disclosure requirements for private offerings of asset-backed securities remain under consideration. In October 2014, the agencies adopted rules
that require securitizers in both public and private securitization transactions to retain not less than 5% of the risk associated with the securities,
subject to certain exceptions. Compliance with the rules with respect to commercial mortgage-backed securities and other asset-backed securities
is required beginning in late 2016. These regulations, and other proposed regulations affecting securitization, could alter the
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structure of securitizations in the future, pose additional risks to our participation in future securitizations or reduce or eliminate the economic
incentives for participating in future securitizations, increase the costs associated with our origination, securitization or acquisition activities, or
otherwise increase the risks or costs of our doing business. In addition, the GSEs and other investors could change underwriting criteria as a
result of such regulations, which could affect the volume and value of loans that ACRE Capital originates.

We may enter into hedging transactions that could expose us to contingent liabilities in the future.

Subject to maintaining our qualification as a REIT, part of our investment strategy will involve entering into hedging transactions that could
require us to fund cash payments in certain circumstances (such as the early termination of the hedging instrument caused by an event of default
or other early termination event, or the decision by a counterparty to request margin securities it is contractually owed under the terms of the
hedging instrument). The amount due would be equal to the unrealized loss of the open swap positions with the respective counterparty and
could also include other fees and charges. These economic losses will be reflected in our results of operations, and our ability to fund these
obligations will depend on the liquidity of our assets and access to capital at the time, and the need to fund these obligations could adversely
impact our financial condition.

Hedging against interest rate or currency exposure may adversely affect our earnings, which could reduce our cash available for
distribution to our stockholders.

Subject to maintaining our qualification as a REIT, we may pursue various hedging strategies to seek to reduce our exposure to adverse
changes in interest rates or currencies. This hedging activity may vary in scope based on the level and volatility of interest rates, the type of
assets held and other changing market conditions. Interest rate hedging may fail to protect or could adversely affect us because, among other
things:

interest rate hedging can be expensive, particularly during periods of rising and volatile interest rates;

available interest rate hedges may not correspond directly with the interest rate risk for which protection is sought;

due to a credit loss, the duration of the hedge may not match the duration of the related liability;

the amount of income that a REIT may earn from hedging transactions (other than hedging transactions that satisfy certain
requirements of the Code or that are done through a TRS) to offset interest rate losses is limited by U.S. federal income tax

provisions governing REITs;

the credit quality of the hedging counterparty owing money on the hedge may be downgraded to such an extent that it
impairs our ability to sell or assign our side of the hedging transaction; and

the hedging counterparty owing money in the hedging transaction may default on its obligation to pay.

In addition, we may fail to recalculate, readjust and execute hedges in an efficient manner. Any hedging activity in which we engage may
materially and adversely affect our business. Therefore, while we may enter into such transactions seeking to reduce interest rate risks,
unanticipated changes in interest rates may result in poorer overall investment performance than if we had not engaged in any such hedging
transactions. In addition, the degree of correlation between price movements of the instruments used in a hedging strategy and price movements
in the portfolio positions or liabilities being hedged may vary materially. Moreover, for a variety of reasons, we may not seek to establish a
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perfect correlation between such hedging instruments and the portfolio positions or liabilities being hedged. Any such imperfect correlation may
prevent us from achieving the intended hedge and expose us to risk of loss.

Hedging instruments often are not traded on regulated exchanges or guaranteed by an exchange or its clearing house, and involve risks
and costs that could result in material losses.

The cost of using hedging instruments increases as the period covered by the instrument increases and during periods of rising and volatile
interest rates, we may increase our hedging activity and thus increase our hedging costs. In addition, hedging instruments involve risk since they
often are not traded on regulated exchanges or guaranteed by an exchange or its clearing house. Consequently, there are no requirements with
respect to record keeping, financial responsibility or segregation of customer funds and positions. Furthermore, the enforceability of agreements
underlying hedging transactions may depend on compliance with applicable statutory and commodity and other regulatory requirements and,
depending on the identity of the counterparty, applicable international requirements. The business failure of a hedging counterparty with whom
we enter into a hedging transaction will most likely result in its default. Default by a party with whom we enter into a hedging transaction may
result in the loss of unrealized profits and force us to cover our commitments, if any, at the then current market price. Although generally we will
seek to reserve the right to terminate our hedging positions, it may not always be possible to dispose of or close out a hedging position without
the consent of the hedging counterparty and we may not be able to enter into an offsetting contract in order to cover our risk. We cannot assure
you that a liquid secondary market will exist for hedging instruments purchased or sold, and we may be required to maintain a position until
exercise or expiration, which could result in significant losses.

Changes to derivatives regulation imposed by the Dodd-Frank Act could increase our costs of entering into derivative transactions,
which could adversely impact our results of operations, financial condition and business.

Through its comprehensive new regulatory regime for derivatives, the Dodd-Frank Act currently imposes, or will impose, mandatory
clearing, exchange-trading and margin requirements on many derivatives transactions (including formerly unregulated over-the-counter
derivatives) in which we may engage. The Dodd-Frank Act also creates new categories of regulated market participants, such as "swap dealers,"
"security-based swap dealers," "major swap participants,” and "major security-based swap participants" that are and will be subject to significant
new capital, margin, registration, trading, recordkeeping, reporting, disclosure, business conduct and other regulatory requirements. Certain of
these requirements remain to be clarified through rulemaking or interpretations by the U.S. Commodity Futures Trading Commission, or the
"CFTC," the SEC, the Federal Reserve and other regulators in a regulatory implementation process that may take over the next year or more
(and, in some cases, substantially more time than that) to complete.

Nonetheless, based on information available as of the date of this annual report, a possible effect of the Dodd-Frank Act may be to increase
our overall costs of entering into derivatives transactions. In particular, new margin requirements, position limits and capital charges, even if not
directly applicable to us, may cause an increase in the pricing of derivatives transactions sold by market participants to whom such requirements
apply. Administrative costs, due to new requirements such as registration, recordkeeping, reporting and compliance, even if not directly
applicable to us, may also be reflected in higher pricing of derivatives. New exchange-trading and trade reporting requirements may lead to
reductions in the liquidity of derivative transactions, causing higher pricing or reduced availability of derivatives.

In addition, it is possible that we may be determined by a governmental authority to be a swap dealer, major swap participant,
security-based swap dealer, major security-based swap participant or
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otherwise become subject to new entity or transaction level regulation as a result of the Dodd-Frank Act. This additional regulation could lead to
significant new costs which could materially adversely affect our business.

We may fail to qualify for hedge accounting treatment.

We intend to record derivative and hedging transactions in accordance with Financial Accounting Standards Board ("FASB") Accounting

Standard Codification ("ASC") ASC 815, Derivatives and Hedging ("ASC 815"). Under these standards, we may fail to qualify for hedge
accounting treatment for a number of reasons, including if we use instruments that do not meet the FASB ASC 815 definition of a derivative
(such as short sales), we fail to satisfy FASB ASC 815 hedge documentation and hedge effectiveness assessment requirements or our
instruments are not highly effective. If we fail to qualify for hedge accounting treatment, our operating results may suffer because losses on the
derivatives that we enter into may not be offset by a change in the fair value of the related hedged transaction or item.

We may enter into derivative contracts that could expose us to contingent liabilities in the future.

Subject to maintaining our qualification as a REIT, we may enter into derivative contracts that could require us to fund cash payments in
the future under certain circumstances (e.g., the early termination of the derivative agreement caused by an event of default or other early
termination event, or the decision by a counterparty to request margin securities it is contractually owed under the terms of the derivative
contract). The amount due would be equal to the unrealized loss of the open swap positions with the respective counterparty and could also
include other fees and charges. These economic losses may materially and adversely affect our business.

We are currently exempt from being regulated as a commodity pool operator in part because we comply with certain restrictions
regarding our use of certain derivative instruments, and failure to comply with such restrictions could subject us to additional
regulation and compliance requirements which could materially adversely affect our business and financial condition.

Recently adopted rules under the Dodd-Frank Act establish a comprehensive new regulatory framework for derivative contracts commonly
referred to as "swaps." Under these recently adopted rules, any investment fund that trades in swaps may be considered a "commodity pool,"
which would cause its directors to be regulated as "commodity pool operators," or "CPOs." Unless an exemption is available, a CPO must
register with the CFTC and become a member of the National Futures Association, or the "NFA," which requires compliance with NFA's rules,
and renders such CPO subject to regulation by the CFTC, including with respect to disclosure, reporting, recordkeeping and business conduct.

We do not currently invest in any instruments that meet the definition of "swap" under the new rules, and we do not currently expect to
engage in any speculative derivatives activities or other non-hedging transactions using swaps, futures or options on futures. However, we may
use hedging instruments in conjunction with our investment portfolio and related borrowings to reduce or mitigate risks associated with changes
in interest rates, mortgage spreads, yield curve shapes, currency fluctuations and market volatility. These hedging instruments could include
interest rate swaps, interest rate futures and options on interest rate futures, each of which is considered a "swap" under CFTC rules. We have
submitted a claim for relief from any registration requirements pursuant to a no-action letter issued by the CFTC for mortgage REITs. In order to
qualify for relief from registration, we are restricted to using swaps within certain specific parameters, including a limitation that our annual
income derived from commodity interest trading be less than 5% of our gross annual income and that the initial margin and premiums required
to establish commodity interest positions be no more than 5% of the fair market value of our total assets. If we fail to comply with the applicable
restrictions, our directors may be compelled to register as CPOs, or we may be required to seek other hedging instruments or techniques at
increased cost to us, or that may not be as effective as the use of swaps.
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RISKS RELATED TO OUR INVESTMENTS
We will allocate our available capital without input from our stockholders.

You will not be able to evaluate the manner in which our available capital is invested or the economic merit of our expected investments.
As a result, we may use our available capital to invest in investments with which you may not agree. Additionally, our investments will be
selected by our Manager and our stockholders will not have input into such investment decisions. Both of these factors will increase the
uncertainty, and thus the risk, of investing in our securities. The failure of our Manager to apply this capital effectively or find investments that
meet our investment criteria in sufficient time or on acceptable terms could result in unfavorable returns, could cause a material adverse effect
on our business, financial condition, liquidity, results of operations and ability to make distributions to our stockholders, and could cause the
value of our common stock to decline.

Until appropriate investments can be identified, our Manager may invest our available capital in interest-bearing short-term investments,
including money market accounts or funds, commercial mortgage backed securities, or "CMBS," or corporate bonds, which are consistent with
our intention to qualify as a REIT. These investments are expected to provide a lower net return than we seek to achieve from investments in our
target investments. Our Manager intends to conduct due diligence with respect to each investment and suitable investment opportunities may not
be immediately available. Even if opportunities are available, there can be no assurance that our Manager's due diligence processes will uncover
all relevant facts or that any investment will be successful.

We cannot assure you that we will be able to enter into definitive agreements to invest in any new investments that meet our investment
objective; that we will be successful in consummating any investment opportunities we identify; or that one or more investments we may make
will yield attractive risk-adjusted returns. Our inability to do any of the foregoing likely would materially and adversely affect our business and
our ability to make distributions to our stockholders.

The lack of liquidity in our investments may adversely affect our business.

The illiquidity of our target investments may make it difficult for us to sell such investments if the need or desire arises. Certain target
investments such as B-Notes, transitional and mezzanine loans, preferred equity and other investments are also particularly illiquid investments
due to their short life, their potential unsuitability for securitization and the greater difficulty of recovery in the event of a borrower's default. In
addition, many of the loans and securities we invest in will not be registered under the relevant securities laws, resulting in a prohibition against
their transfer, sale, pledge or disposition except in a transaction that is exempt from the registration requirements of, or otherwise in accordance
with, those laws. As a result, we expect many of our investments will be illiquid, and if we are required to liquidate all or a portion of our
portfolio quickly, we may realize significantly less than the value at which we have previously recorded investments. Further, we may face other
restrictions on our ability to liquidate an investment in a business entity to the extent that we or our Manager has or could be attributed as having
material, non-public information regarding such business entity. As a result, our ability to vary our portfolio in response to changes in economic
and other conditions may be relatively limited, which could adversely affect our results of operations and financial condition.

Our portfolio is concentrated in a limited number of loans, which subjects us to a risk of significant loss if any of these loans default.

As of December 31, 2014 and 2013, we were invested in 46 and 33 (and one additional loan held for sale) loans, respectively, in our
principal lending business. The number of loans we are invested in may be higher or lower depending on the amount of our assets under
management at any given time, market conditions and the extent to which we employ leverage, and will likely fluctuate over time. A
consequence of this limited number of investments is that the aggregate returns we realize may be
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significantly adversely affected if a small number of investments perform poorly, if we need to write down the value of any one investment or if
an investment is repaid prior to maturity and we are not able to promptly redeploy the proceeds. We do not have fixed guidelines for
diversification, and our investments could be concentrated in relatively few loans.

While we intend to continue to diversify our portfolio of investments in the manner described in our filings with the SEC, we do not have
fixed guidelines for diversification. As a result, our investments could be concentrated in relatively few loans and/or relatively few property
types. If our portfolio of target investments is concentrated in certain property types that are subject to higher risk of foreclosure, or secured by
properties concentrated in a limited number of geographic locations, downturns relating generally to such region or type of asset may result in
defaults on a number of our investments within a short time period, which may reduce our net income and the value of our common stock and
accordingly reduce our ability to pay dividends to our stockholders.

A prolonged economic slowdown, a lengthy or severe recession or further declines in real estate values could impair our investments
and ACRE Capital's MSRs and harm our operations.

We believe the risks associated with our business will be more severe during periods of economic slowdown or recession if these periods
are accompanied by declining real estate values. For example, the severe economic downturn that occurred from 2008 through 2009 limited the
availability of debt financing in the overall marketplace and generally made leveraged acquisitions and refinancing more difficult. Consequently,
our investment model may be adversely affected by prolonged economic downturns or recessions where declining real estate values would likely
reduce the level of new mortgage and other real estate-related loan originations, since borrowers often use appreciation in the value of their
existing properties to support the purchase or investment in additional properties. Borrowers may also be less able to pay principal and interest
on our loans if the value of real estate weakens. In addition, the number of borrowers who become delinquent, become subject to bankruptcy
laws or default on their loans could increase, resulting in a decrease in the value of ACRE Capital's MSRs and servicer advances and higher
levels of loss on ACRE Capital's Fannie Mae loans for which it shares risk of loss. Further, declining real estate values significantly increase the
likelihood that we will incur losses on our loans in the event of default because the value of our collateral may be insufficient to cover our cost
on the loan. Any sustained period of increased payment delinquencies, foreclosures or losses could adversely affect our manager's ability to
invest in, sell and securitize loans, which would materially and adversely affect our results of operations, financial condition, liquidity and
business and our ability to pay dividends to stockholders.

Our real estate investments are subject to risks particular to real property. These risks may result in a reduction or elimination of, or
return from, a loan secured by a particular property.

We may own CRE directly in the future as a result of a default of mortgage or other real estate related loans. Real estate investments are
subject to various risks, including:

acts of God, including earthquakes, floods and other natural disasters, which may result in uninsured losses;

acts of war or terrorism, including the consequences of terrorist attacks;

adverse changes in national and local economic and market conditions;

changes in governmental laws and regulations (including their interpretations), fiscal policies and zoning ordinances and the
related costs of compliance with laws and regulations, fiscal policies and ordinances;

costs of remediation and liabilities associated with environmental conditions such as indoor mold;
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the potential for uninsured or under-insured property losses.

If any of these or similar events occurs, it may reduce our return from an affected property or investment and services and reduce or
eliminate our ability to pay dividends to our stockholders.

The senior CRE loans we originate and the mortgage loans underlying any CMBS investments that we may make will be subject to the
ability of the commercial property owner to generate net income from operating the property, as well as the risks of delinquency and
foreclosure.

Our senior CRE loans are secured by commercial property and are subject to risks of delinquency and foreclosure, and risks of loss that
may be greater than similar risks associated with loans made on the security of single-family residential property. The ability of a borrower to
repay a loan secured by an income-producing property typically is dependent primarily upon the successful operation of such property rather
than upon the existence of independent income or assets of the borrower. If the net operating income of the property is reduced, the borrower's
ability to repay the loan may be impaired. Net operating income of an income-producing property can be adversely affected by, among other
things,

tenant mix;

success of tenant businesses;

property management decisions;

property location, condition and design;

competition from comparable types of properties;

changes in laws that increase operating expenses or limit rents that may be charged;

changes in national, regional or local economic conditions and/or specific industry segments, including the credit and
securitization markets;

declines in regional or local real estate values;

declines in regional or local rental or occupancy rates;

increases in interest rates, real estate tax rates and other operating expenses;

costs of remediation and liabilities associated with environmental conditions;

the potential for uninsured or underinsured property losses;
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changes in governmental laws and regulations, including fiscal policies, zoning ordinances and environmental legislation
and the related costs of compliance; and

acts of God, terrorist attacks, social unrest and civil disturbances.

In the event of any default under a mortgage loan held directly by us, we will bear a risk of loss of principal to the extent of any deficiency
between the value of the collateral and the principal and accrued interest of the mortgage loan, which could have a material adverse effect on our
cash flow from operations and limit amounts available for distribution to our stockholders. In the event of the bankruptcy of a mortgage loan
borrower, the mortgage loan to such borrower will be deemed to be secured only to the extent of the value of the underlying collateral at the time
of bankruptcy (as determined by the bankruptcy court), and the lien securing the mortgage loan will be subject to the avoidance powers of the
bankruptcy trustee or debtor-in-possession to the extent the lien is unenforceable under state law. Foreclosure of a mortgage loan can be an
expensive and lengthy process, which could have a substantial negative effect on our anticipated return on the foreclosed mortgage loan.
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We operate in a competitive market for investment opportunities and loan originations and competition may limit our ability to
originate or acquire desirable investments in our target investments and could also affect the pricing of these securities.

A number of entities compete with us to make the types of investments that we seek to make and originate the types of loans that we seek to
originate. Our profitability depends, in large part, on our ability to originate or acquire our target investments on attractive terms. In originating
or acquiring our target investments, we compete with a variety of institutional investors, including other REITs, specialty finance companies,
public and private funds (including other funds managed by Ares Management), commercial and investment banks, commercial real estate
service providers, commercial finance and insurance companies and other financial institutions. Several other REITSs have raised, or are expected
to raise, significant amounts of capital, and may have investment objectives that overlap with ours, which may create additional competition for
investment opportunities. Many of our anticipated competitors are significantly larger than we are and have considerably greater financial,
technical, marketing and other resources than we do. Some competitors may have a lower cost of funds and access to funding sources that are
not available to us, such as the U.S. Government. In addition, future changes in laws, regulations and Fannie Mae or HUD program requirements
could lead to the entry of more competitors. Many of our competitors are not subject to the operating constraints associated with REIT tax
compliance or maintenance of an exemption from the 1940 Act. In addition, some of our competitors may have higher risk tolerances or
different risk assessments, which could allow them to consider a wider variety of investments, deploy more aggressive pricing and establish
more relationships than us. Furthermore, competition for originations of and investments in our target investments may lead to the price of such
assets increasing, which may further limit our ability to generate desired returns. We cannot assure you that the competitive pressures we face
will not have a material adverse effect on our business, financial condition and results of operations. Also, as a result of this competition,
desirable investments in our target investments may be limited in the future and we may not be able to take advantage of attractive investment
opportunities from time to time, as we can provide no assurance that we will be able to identify and make investments that are consistent with
our investment objectives.

If our Manager overestimates the yields or incorrectly prices the risks of our investments, we may experience losses.

Our Manager values our potential investments based on yields and risks, taking into account estimated future losses on the mortgage loans
and the collateral underlying our mortgage loans and included in securitization pools, and the estimated impact of these losses on expected future
cash flows and returns. Our Manager's loss estimates may not prove accurate, as actual results may vary from estimates. If our Manager
underestimates the asset-level losses relative to the price we pay for a particular investment, we may experience losses with respect to such
mvestment.

Loans on properties in transition will involve a greater risk of loss than traditional investment-grade mortgage loans with fully insured
borrowers.

We may originate transitional loans secured by first lien mortgages on a property to borrowers who are typically seeking short-term capital
to be used in an acquisition or rehabilitation of a property. The typical borrower under a transitional loan has usually identified an undervalued
asset that has been under-managed and/or is located in a recovering market. If the market in which the asset is located fails to improve according
to the borrower's projections, or if the borrower fails to improve the quality of the asset's management and/or the value of the asset, the borrower
may not receive a sufficient return on the asset to satisfy the transitional loan, and we bear the risk that we may not recover some or all of our
mvestment.
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In addition, borrowers usually use the proceeds of a conventional mortgage to repay a transitional loan. Transitional loans therefore are
subject to risks of a borrower's inability to obtain permanent financing to repay the transitional loan. Transitional loans are also subject to risks
of borrower defaults, bankruptcies, fraud, losses and special hazard losses that are not covered by standard hazard insurance. In the event of any
default under transitional loans that may be held by us, we bear the risk of loss of principal and non-payment of interest and fees to the extent of
any deficiency between the value of the mortgage collateral and the principal amount and unpaid interest of the transitional loan. To the extent
we suffer such losses with respect to these transitional loans, the value of the Company and the price of our shares of common stock may be
adversely affected.

Risks of cost overruns and noncompletion of renovation of the properties underlying short term senior loans on properties in transition
may result in significant losses.

The renovation, refurbishment or expansion by a borrower under a mortgaged property involves risks of cost overruns and noncompletion.
Estimates of the costs of improvements to bring an acquired property up to standards established for the market position intended for that
property may prove inaccurate. Other risks may include rehabilitation costs exceeding original estimates, possibly making a project
uneconomical, environmental risks and rehabilitation and subsequent leasing of the property not being completed on schedule. If such
renovation is not completed in a timely manner, or if it costs more than expected, the borrower may experience a prolonged impairment of net
operating income and may not be able to make payments on our investment, which could result in significant losses.

Investments in non-investment grade rated commercial real estate loans or securities involve increased risk of loss.

Many of our investments will not be rated or will be rated as non-investment grade by the rating agencies. The non-investment grade
ratings for these assets typically result from the overall leverage of the loans, the lack of a strong operating history for the properties underlying
the loans, the borrowers' credit history, the underlying properties' cash flow or other factors. As a result, these investments should be expected to
have a higher risk of default and loss than investment grade rated assets. Any loss we incur may be significant and may reduce distributions to
our stockholders and adversely affect the market value of our common stock. There are no limits on the percentage of unrated or non-investment
grade rated assets we may hold in our investment portfolio.

The B-Notes that we have originated or may originate or acquire in the future may be subject to additional risks related to the privately
negotiated structure and terms of the transaction, which may result in losses to us.

We have originated and may continue to originate or acquire B-Notes. A B-Note is a mortgage loan typically (a) secured by a first
mortgage on a single large commercial property or group of related properties and (b) subordinated to an A-Note secured by the same first
mortgage on the same collateral. As a result, if a borrower defaults, there may not be sufficient funds remaining for B-Note holders after
payment to the A-Note holders. Because each transaction is privately negotiated, B-Notes can vary in their structural characteristics and risks.
For example, the rights of holders of B-Notes to control the process following a borrower default may vary from transaction to transaction.
Further, B-Notes typically are secured by a single property and accordingly reflect the risks associated with significant concentration. Significant
losses related to our B-Notes would result in operating losses for us and may limit our ability to make distributions to our stockholders.
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Our mezzanine loan assets involve greater risks of loss than senior loans secured by income-producing properties.

We have originated and may continue to originate or acquire mezzanine loans, which take the form of subordinated loans secured by
second mortgages on the underlying property or loans secured by a pledge of the ownership interests of either the entity owning the property or a
pledge of the ownership interests of the entity that owns the interest in the entity owning the property. These types of assets involve a higher
degree of risk than long-term senior mortgage lending secured by income producing real property, because the loan may become unsecured as a
result of foreclosure by the senior lender. In the event of a bankruptcy of the entity providing the pledge of its ownership interests as security, we
may not have full recourse to the assets of such entity, or the assets of the entity may not be sufficient to satisfy our mezzanine loan. If a
borrower defaults on our mezzanine loan or debt senior to our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be
satisfied only after the senior debt. As a result, we may not recover some or all of our initial expenditure. In addition, mezzanine loans may have
higher loan-to-value ratios than conventional mortgage loans, resulting in less equity in the property and increasing the risk of loss of principal.
Significant losses related to our mezzanine loans would result in operating losses for us and may limit our ability to make distributions to our
stockholders.

Investments in preferred equity involve a greater risk of loss than traditional debt financing.

We invest in and may continue to invest in real estate preferred equity, which involves a higher degree of risk than first mortgage loans due
to a variety of factors, including the risk that, similar to mezzanine loans, such investments are subordinate to first mortgage loans and are not
collateralized by property underlying the investment. Unlike mezzanine loans, preferred equity investments generally do not have a pledge of the
ownership interests of the entity that owns the interest in the entity owning the property. Although as a holder of preferred equity we may
enhance our position with covenants that limit the activities of the entity in which we hold an interest and protect our equity by obtaining an
exclusive right to control the underlying property after an event of default, should such a default occur on our investment, we would only be able
to proceed against the entity in which we hold an interest, and not the property owned by such entity and underlying our investment. As a result,
we may not recover some or all of our investment.

Any credit ratings assigned to our investments will be subject to ongoing evaluations and revisions and we cannot assure you that those
ratings will not be downgraded.

Some of our investments may be rated by rating agencies such as Moody's Investors Service, Fitch Ratings, Standard & Poor's, DBRS, Inc.
or Realpoint LLC. Any credit ratings on our investments are subject to ongoing evaluation by credit rating agencies, and we cannot assure you
that any such ratings will not be changed or withdrawn by a rating agency in the future if, in its judgment, circumstances warrant. If rating
agencies assign a lower-than-expected rating or reduce or withdraw, or indicate that they may reduce or withdraw, their ratings of our
investments in the future, the value of our investments could significantly decline, which would adversely affect the value of our investment
portfolio and could result in losses upon disposition or the failure of borrowers to satisfy their debt service obligations to us.

We may experience a decline in the fair value of our assets.

A decline in the fair market value of our assets may require us to recognize an "other-than-temporary" impairment against such assets under
GAAP, if we were to determine that, with respect to any assets in unrealized loss positions, we do not have the ability and intent to hold such
assets to maturity or for a period of time sufficient to allow for recovery to the original acquisition cost of such assets. If such a determination
were to be made, we will record an allowance to reduce the carrying
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value of the loan to the present value of expected future cash flows discounted at the loan's contractual effective rate or the fair value of the
collateral, if repayment is expected solely from the collateral. Such impairment charges reflect non-cash losses at the time of recognition;
subsequent disposition or sale of such assets could further affect our future losses or gains, as they are based on the difference between the sale
price received and adjusted amortized cost of such assets at the time of sale. If we experience a decline in the fair value of our assets, our results
of operations, financial condition and our ability to make distributions to our stockholders could be materially and adversely affected.

Some of our portfolio investments may be recorded at fair value and, as a result, there will be uncertainty as to the value of these
investments.

Some of our portfolio investments may be in the form of positions or securities that are not publicly traded. The fair value of securities and
other investments that are not publicly traded may not be readily determinable. Currently, the financial instruments recorded at fair value on a
recurring basis in the Company's consolidated financial statements are MSRs, loan commitments and forward sale commitments. The Company
has not elected the fair value option for the remaining financial instruments, including loans held for investment, Secured Funding Agreements,
Warehouse Lines of Credit, convertible notes and securitization debt. Such financial instruments are carried at cost. For loans held for
investment that are evaluated for impairment at least quarterly, we estimate the fair value of the instrument, which may include unobservable
inputs. Because such valuations are subjective, the fair value of certain of our assets may fluctuate over short periods of time and our
determinations of fair value may differ materially from the values that would have been used if a ready market for these securities existed. The
value of our common stock could be adversely affected if our determinations regarding the fair value of these investments were materially
higher than the values that we ultimately realize upon their disposal.

Additionally, the Company's results of operations for a given period could be adversely affected if its determinations regarding the fair
value of these investments were materially higher than the values that the Company ultimately realizes upon their disposal.

If we invest in CMBS, such investments would pose additional risks, including the risks of the securitization process and the risk that
the special servicer may take actions that could adversely affect our interests.

We may acquire CMBS. In general, losses on a mortgaged property securing a mortgage loan included in a securitization will be borne first
by the equity holder of the property, then by a cash reserve fund or letter of credit, if any, then by the holder of a mezzanine loan or B-Note, if
any, then by the "first loss" subordinated stockholder and then by the holder of a higher-rated security. In the event of default and the exhaustion
of any equity support, reserve fund, letter of credit, mezzanine loans or B-Notes, and any classes of securities junior to those in which we invest,
we will not be able to recover all of our investment in the securities we purchase. In addition, if the underlying mortgage portfolio has been
overvalued by the originator, or if the values subsequently decline and, as a result, less collateral value is available to satisfy interest and
principal payments due on the related mortgage-backed securities. The prices of lower credit quality securities are generally less sensitive to
interest rate changes than more highly rated investments, but more sensitive to adverse economic downturns or individual issuer developments.

With respect to the CMBS in which we may invest, overall control over the special servicing of the related underlying mortgage loans will
be held by a "directing certificateholder" or a "controlling class representative,” which is appointed by the holders of the most subordinated class
of CMBS in such series. Because we may acquire classes of existing series of CMBS, we will not have the right to appoint the directing
certificateholder. In connection with the servicing of the specially serviced mortgage loans,
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the related special servicer may, at the direction of the directing certificateholder, take actions with respect to the specially serviced mortgage
loans that could adversely affect our interests.

Insurance on mortgage loans and real estate securities collateral may not cover all losses.

There are certain types of losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes, terrorism or acts of war, which
may be uninsurable or not economically insurable. Inflation, changes in building codes and ordinances, environmental considerations and other
factors, including terrorism or acts of war, also might result in insurance proceeds insufficient to repair or replace a property if it is damaged or
destroyed. Under these circumstances, the insurance proceeds received with respect to a property relating one of our investments might not be
adequate to restore our economic position with respect to our investment. Any uninsured loss could result in the loss of cash flow from, and the
asset value of, the affected property and the value of our investment related to such property.

Liability relating to environmental matters may impact the value of properties that we may acquire upon foreclosure of the properties
underlying our investments.

To the extent we foreclose on properties with respect to which we have extended mortgage loans, we may be subject to environmental
liabilities arising from such foreclosed properties. Under various U.S. federal, state and local laws, an owner or operator of real property may
become liable for the costs of removal of certain hazardous substances released on its property. These laws often impose liability without regard
to whether the owner or operator knew of, or was responsible for, the release of such hazardous substances.

The presence of hazardous substances may adversely affect an owner's ability to sell real estate or borrow using real estate as collateral. To
the extent that an owner of a property underlying one of our debt investments becomes liable for removal costs, the ability of the owner to make
payments to us may be reduced, which in turn may adversely affect the value of the relevant mortgage asset held by us and our ability to make
distributions to our stockholders.

If we foreclose on any properties underlying our investments, the presence of hazardous substances on a property may adversely affect our
ability to sell the property and we may incur substantial remediation costs, thus harming our financial condition. The discovery of material
environmental liabilities attached to such properties could have a material adverse effect on our results of operations and financial condition and
our ability to make distributions to our stockholders.

Construction loans involve an increased risk of loss.

We invest in and may continue to invest in construction loans. If we fail to fund our entire commitment on a construction loan or if a
borrower otherwise fails to complete the construction of a project, there could be adverse consequences associated with the loan, including, but
not limited to: a loss of the value of the property securing the loan, especially if the borrower is unable to raise funds to complete it from other
sources; a borrower claim against us for failure to perform under the loan documents; increased costs to the borrower that the borrower is unable
to pay; a bankruptcy filing by the borrower; and abandonment by the borrower of the collateral for the loan.

Our investments may be concentrated and could be subject to risk of default.

We are not required to observe specific diversification criteria, except as may be set forth in the investment guidelines adopted by our board
of directors. Therefore, our investments in our target assets may at times be concentrated in certain property types that are subject to higher risk
of foreclosure, or secured by properties concentrated in a limited number of geographic locations. To the extent that our investment portfolio is

concentrated in any one region or type of asset, downturns
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relating generally to such region or type of asset may result in defaults on a number of our investments within a short time period, which may
reduce our net income and the value of our common stock and accordingly reduce our ability to pay dividends to our stockholders.

RISKS RELATED TO OUR MORTGAGE BANKING BUSINESS

The loss of or changes to ACRE Capital's relationships with Fannie Mae, Freddie Mac and HUD and institutional investors would
adversely affect its ability to originate CRE loans through Fannie Mae, Freddie Mac and HUD programs, which would materially
adversely affect us.

Currently, ACRE Capital originates and services its loans for sale through Fannie Mae, Freddie Mac or HUD programs. ACRE Capital is
approved as a Fannie Mae DUS lender, Freddie Mac Program Plus® Seller/Servicer, Ginnie Mae issuer and FHA (including MAP and LEAN)
lender. ACRE Capital's status as an approved Freddie Mac Program Plus® Seller/Servicer and issuer under these programs affords ACRE
Capital a number of advantages and may be terminated by the applicable agency at any time. The loss of such status would, or changes in ACRE
Capital's relationships could, prevent ACRE Capital from being able to originate and service CRE loans for sale through Fannie Mae, Freddie
Mac or HUD, which would materially adversely affect us. It could also result in ACRE Capital's loss of similar approvals from other agencies.

ACRE Capital may not be able to hire and retain qualified loan originators, and if it is unable to do so, its ability to implement its
business and growth strategies could be limited.

ACRE Capital depends on its loan originators to generate borrower clients by, among other things, developing relationships with
commercial property owners, real estate agents and brokers, developers and others, which ACRE Capital believes leads to repeat and referral
business. Accordingly, ACRE Capital must be able to attract, motivate and retain skilled loan originators. As of December 31, 2014, ACRE
Capital employed approximately 15 loan originators throughout its 9 offices. The market for loan originators is highly competitive and may lead
to increased costs to hire and retain them. ACRE Capital cannot guarantee that it will be able to attract or retain qualified loan originators. If it
cannot attract, motivate or retain a sufficient number of skilled loan originators, or even if it can motivate or retain them but at higher costs, we
could be materially adversely affected.

ACRE Capital is subject to risk of loss in connection with defaults on loans sold under the Fannie Mae DUS program that could
materially adversely affect our results of operations and liquidity.

Under the Fannie Mae DUS program, ACRE Capital originates and services multifamily loans for Fannie Mae without having to obtain
Fannie Mae's prior approval for certain loans, as long as the loans meet the underwriting guidelines set forth by Fannie Mae. In return for the
delegated authority to make loans and the commitment to purchase loans by Fannie Mae, ACRE Capital must maintain minimum collateral and

is generally required to share the risk of loss on loans sold through Fannie Mae. Under the pari passu risk-sharing formula, ACRE Capital is
required to share the loss with Fannie Mae, with its maximum loss capped at one-third of the original principal balance of a loan. ACRE
Capital's risk-sharing obligations have been modified and reduced on some Fannie Mae DUS loans. In addition, Fannie Mae can significantly
increase ACRE Capital's risk-sharing obligations if the loan does not meet specific underwriting criteria or if the loan defaults within 12 months
of its sale to Fannie Mae or if Fannie Mae determines that there was fraud, material misrepresentation or gross negligence by ACRE Capital in
its underwriting, closing, delivery or servicing of the loan. As of December 31, 2014, ACRE Capital had pledged securities and cash of

$14.4 million as collateral against future losses on $3.2 billion of loans outstanding that are subject to risk-sharing obligations, of which

$1.1 billion represents ACRE Capital's "at risk balance."
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ACRE Capital's DUS lender contract with Fannie Mae gives Fannie Mae the ability to increase the amounts required to be held in reserve
as operational liquidity or restricted reserves for a number of reasons in order to protect its interests. In this regard, Fannie Mae had previously
required ACRE Capital to bolster its operational and restricted liquidity positions by increasing its total acceptable operational liquidity by
$6.0 million and also increasing its restricted reserve liquidity by $2.5 million. In August of 2012, Fannie Mae agreed to allow ACRE Capital to
use the $6.0 million of additional operational liquidity to make advances on defaulted Fannie Mae loans and/or to meet future loss sharing
obligations on Fannie Mae loans. Upon the consummation of our acquisition of ACRE Capital, Fannie Mae agreed to lift the requirement that
ACRE Capital maintain the additional restricted reserve of $2.5 million and the $6.0 million of additional operational liquidity. If Fannie Mae
deems it necessary and appropriate, it may raise these collateral requirements again in the future, which would limit ACRE Capital's ability to
utilize those funds. As of December 31, 2014, ACRE Capital's allowance for risk-sharing as a percentage of the at-risk balance was 1.07%, or
$12.3 million, and reflects ACRE Capital's current estimate of its future payouts under its risk-sharing obligations. We cannot assure you that
ACRE Capital's estimate will be sufficient to cover future write offs.

While ACRE Capital originates loans that meet the underwriting guidelines defined by Fannie Mae, in addition to its own internal
underwriting guidelines, underwriting criteria may not always protect against loan defaults. In addition, recent periods of financial uncertainty
have coincided with declines in commercial real estate values, in some cases to levels below the current outstanding principal balance of the
loan. Also, underwriting standards, including loan-to-value ratios, have become stricter. These factors create a risk that some older loans may
not be able to be refinanced at maturity and thus may experience maturity defaults. Other factors may also affect a borrower's decision to default
on a loan, such as property cash flow, occupancy, maintenance needs, and other financing obligations. As of December 31, 2014, there were no
assets in ACRE Capital's 60+ days delinquency rate segment. If loan defaults increase, actual risk-sharing obligation payments under the Fannie
Mae DUS program may increase, and such defaults and payments could have a material adverse effect on our results of operations and liquidity.
In addition, any failure by ACRE Capital to pay its share of losses under the Fannie Mae DUS program could result in the revocation of its
license from Fannie Mae and the exercise of various remedies available to Fannie Mae under the Fannie Mae DUS program.

If ACRE Capital fails to act proactively with delinquent borrowers in an effort to avoid a default, its number of delinquent loans could
increase, which could have a material adverse effect on us.

As a loan servicer, ACRE Capital maintains the primary contact with the borrower throughout the life of the loan and is responsible,
pursuant to its servicing agreements with Fannie Mae, Freddie Mac, HUD and institutional investors, for asset management. ACRE Capital is
also responsible, together with Fannie Mae, Freddie Mac, HUD and institutional investors, for taking actions to mitigate losses. We believe that
ACRE Capital has developed an extensive asset management process for tracking each loan that it services. However, ACRE Capital may be
unsuccessful in identifying loans that are in danger of underperforming or defaulting or in taking appropriate action once those loans are
identified. While ACRE Capital can recommend a loss mitigation strategy for Fannie Mae, Freddie Mac and HUD, decisions regarding loss
mitigation are within the control of Fannie Mae, Freddie Mac and HUD. Recent turmoil in the real estate, credit and capital markets have made
this process even more difficult and unpredictable. When loans become delinquent, ACRE Capital incurs additional expenses in servicing and
asset managing the loan, it is typically required to advance principal and interest payments and tax and insurance escrow amounts, it could be
subject to a loss of its contractual servicing fee and it could suffer losses of up to 33.33% (or more for loans that do not meet specific
underwriting criteria or default within 12 months of their sale to Fannie Mae) of the original principal balance of a Fannie Mae DUS loan with

Level I pari passu risk-sharing, as well as potential losses on Fannie Mae DUS loans with modified risk-sharing. These items could have a
negative impact on its
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cash flows and a negative effect on the net carrying value of the MSRs on its balance sheet and could result in a charge to its earnings. As a
result of the foregoing, a continuing rise in ACRE Capital's delinquencies could have a material adverse effect on us.

A reduction in the prices paid for ACRE Capital's loans and services or an increase in loan or security interest rates by investors could
materially adversely affect our results of operations and liquidity.

Our results of operations and liquidity could be materially adversely affected if Fannie Mae, Freddie Mac, HUD and institutional investors
lower the price they are willing to pay to ACRE Capital for ACRE Capital's loans or services or adversely change the material terms of their
loan purchases or service arrangements with ACRE Capital. A number of factors determine the price ACRE Capital receives for its loans. With
respect to Fannie Mae-related originations, ACRE Capital's loans are generally sold as Fannie Mae-insured securities to third-party investors.
With respect to HUD-related originations, ACRE Capital's loans are generally sold as Ginnie Mae securities to third-party investors. In both
cases, the price paid to ACRE Capital reflects, in part, the competitive market bidding process for these securities.

ACRE Capital sells loans directly to Freddie Mac. Freddie Mac may choose to hold, sell or later securitize such loans. ACRE Capital
believes terms set by Freddie Mac are influenced by similar market factors as those that impact the price of Fannie Mae-insured or Ginnie Mae
securities, although the pricing process differs.

Loan servicing fees are based, in part, on the risk-sharing obligations associated with the loan and the market pricing of credit risk. The
credit risk premium offered by Fannie Mae for new loans can change periodically, but remains fixed once ACRE Capital enters into a
commitment to sell the loan. Over the past several years, Fannie Mae loan servicing fees have been higher due to the market pricing of credit
risk. There can be no assurance that such fees will continue to remain at such levels or that such levels will be sufficient if delinquencies occur.

Servicing fees for loans placed with institutional investors are negotiated with each institutional investor pursuant to agreements that ACRE
Capital has with them. In addition, ACRE Capital may service loans on behalf of ACRE and third party accounts pursuant to agreements that are
entered into by ACRE Capital. These fees for new loans may vary over time and may be materially adversely affected by a number of factors,
including competitors that may be willing to provide similar services at better rates.

Over the past few years, ACRE Capital has originated multifamily real estate loans that are eligible for sale through Fannie Mae
programs. In 2013, ACRE Capital was approved to originate loans that are eligible to be insured by FHA and securitized through
Ginnie Mae. In 2014, ACRE Capital was approved and granted a license by Freddie Mac as a Program Plus® Seller/Servicer for
multifamily loans. This focus may expose ACRE Capital to greater risk if the CMBS market continues its recovery or alternative
sources of liquidity become more readily available to the commercial real estate finance market.

ACRE Capital originates multifamily real estate loans that are eligible for sale through Fannie Mae and Freddie Mac programs or are
eligible to be insured by FHA and securitized through Ginnie Mae. Over the past few years, the number of multifamily loans financed by Fannie
Mae, Freddie Mac and HUD programs has represented a significantly greater percentage of overall multifamily loan origination volume than in
prior years. ACRE Capital believes that this increase is the result, in part, of market dislocation and illiquidity in the secondary markets for
non-GSE or HUD loans. The CMBS market continues to show signs of a recovery over the past few years, growing in each of 2012, 2013 and
2014. To the extent the CMBS market continues its recovery or liquidity in the commercial real estate finance market significantly increases,
there may be less demand for loans that are eligible for sale through Fannie Mae or Freddie Mac programs or eligible to be insured by FHA and
securitized
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through Ginnie Mae, and ACRE Capital's loan origination volume may be adversely impacted, which could materially adversely affect us.

A significant portion of ACRE Capital's revenue is derived from loan servicing fees, and declines in or terminations of servicing
engagements or breaches of servicing agreements, including as a result of non-performance by third parties that ACRE Capital engages
for back-office loan servicing functions and loan origination, could have a material adverse effect on us.

We expect that loan servicing fees will continue to constitute a significant portion of ACRE Capital's revenues for the foreseeable future.
Nearly all of these fees are derived from loans that ACRE Capital originates and sells through Fannie Mae, Freddie Mac or HUD programs or
places with institutional investors. A decline in the number or value of loans that ACRE Capital originates for these investors or terminations of
its servicing engagements will decrease these fees. HUD has the right to terminate ACRE Capital's current servicing engagements for cause. In
addition to termination for cause, Fannie Mae and Freddie Mac may terminate ACRE Capital's servicing arrangement without cause. ACRE
Capital is also subject to losses that may arise as a result of servicing errors, such as errors in the timeliness or accuracy of reporting, a failure to
maintain insurance, pay taxes or provide notices. In addition, ACRE Capital contracts with a third party to perform certain routine back-office
aspects of loan servicing. If ACRE Capital or this third party fails to perform, or ACRE Capital breaches or the third-party causes ACRE Capital
to breach its servicing obligations to Fannie Mae, Freddie Mac or HUD, ACRE Capital's servicing engagements may be terminated. Declines or
terminations of servicing engagements or breaches of such obligations could materially adversely affect us.

Mortgage loan servicing is an increasingly regulated business.

The mortgage loan servicing activities of ACRE Capital are subject to a still evolving set of regulations, including regulations being
promulgated under the Dodd-Frank Act. In addition, various governmental authorities have recently increased their investigative focus on the
activities of mortgage loan servicers. As a result, we may have to spend additional resources and devote additional management time to address
any regulatory concerns, which may reduce the resources available to grow our business. In addition, if ACRE Capital fails its servicing
activities in compliance with existing and future regulations, our business, reputation, financial condition or results of operations could be
materially and adversely affected.

ACRE Capital is subject to the risk of loans failing to close after entering into a commitment agreement to make a loan with a borrower.

We recognize certain income and expense items when ACRE Capital enters into a commitment agreement to make a loan with a borrower.
Loans could fail to close after a commitment due to the borrower choosing not to close the loan or a failure of performance by either the
borrower or by ACRE Capital. Any failure to close a significant loan commitment could have a material adverse effect on our business, financial
condition or results of operations.

ACRE Capital is subject to the risk of failed loan deliveries.

ACRE Capital bears the risk that the investor will choose not to purchase the loan ("failed loan delivery"), including because a catastrophic
change in the condition of a property occurs after ACRE Capital funds the loan and prior to the investor purchase date. ACRE Capital also has
the risk that serious errors in loan documentation may prevent timely delivery of the loan prior to the investor purchase date. A failure to deliver
a loan could be a default under the warehouse line used to finance the loan. There can be no assurance that ACRE Capital will not experience
failed loan deliveries or that any losses in connection therewith will not be material or will be mitigated through property
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insurance or payment protections, if applicable. Any significant failed loan deliveries could have a material adverse effect on our business,
financial condition or results of operations.

ACRE Capital may be required to repurchase a loan or to indemnify the investor if it breaches a representation or warranty made by it
in connection with the sale of the loan through Fannie Mae, Freddie Mac or HUD/Ginnie Mae programs, any of which could have a
material adverse effect on ACRE Capital.

ACRE Capital must make certain representations, warranties and certifications concerning each loan originated by it for Fannie Mae,
Freddie Mac or HUD/Ginnie Mae programs. The representations and warranties relate to ACRE Capital's practices in the origination and
servicing of the loans and the accuracy of the information being provided by it. For example, ACRE Capital is generally required to provide the
following representations and warranties, among others: it is authorized to do business and to sell or assign the loan; the loan conforms to the
requirements of Fannie Mae, Freddie Mac, HUD and certain laws and regulations; the underlying mortgage represents a valid lien on the
property and there are no other liens on the property; the loan documents are valid and enforceable; taxes, assessments, insurance premiums,
rents and similar other payments have been paid or escrowed; the property is insured, conforms to zoning laws and remains intact; and it does
not know of any issues regarding the loan that are reasonably expected to cause the loan to be delinquent or unacceptable for investment or
adversely affect its value. ACRE Capital is permitted to satisfy certain of these representations and warranties by furnishing a title insurance
policy.

In the event of a breach of any representation or warranty, investors could, among other things, increase the level of risk-sharing on the
Fannie Mae DUS loan or require ACRE Capital to repurchase the full amount of the loan and seek indemnification for losses from ACRE
Capital. ACRE Capital's obligation to repurchase the loan is independent of its risk-sharing obligations. Fannie Mae, Freddie Mac or HUD could
require ACRE Capital to repurchase the loan if representations and warranties are breached, even if the loan is not in default. Because the
accuracy of many such representations and warranties generally is based on ACRE Capital's actions or on third-party reports, such as title
reports and environmental reports, ACRE 