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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 return or impact of current and future investments;

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

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

defaults by borrowers in paying debt service on outstanding indebtedness;

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

market conditions and our ability to access alternative debt markets and additional debt and equity capital:

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;

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

effects of hedging instruments on our target investments;
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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;

the impact of committed loans failing to close;

availability of investment opportunities in mortgage-related and real estate-related investments and securities;

the ability of Ares Commercial Real Estate Management LLC ("our Manager") to locate suitable investments for us,
monitor, service and administer our investments and execute our investment strategy;

allocation of investment opportunities to us by our Manager;

the ability of our wholly owned subsidiary, ACRE Capital LLC, to originate and sell mortgage loans;

our ability to successfully complete and integrate any acquisitions;
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We use words such as "anticipates," "believes,
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our ability to maintain our qualification as a real estate investment trust for U.S. federal income tax purposes;

our ability to maintain our exemption from registration under the Investment Company Act of 1940;

our understanding of our competition;

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

adverse changes in the real estate, real estate capital and credit markets and the impact of a protracted decline in the liquidity
of credit markets on our business;

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

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

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

uncertainty surrounding the financial stability of the U.S., European Union and China;

global economic trends and economic recoveries;

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

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.




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

Table of Contents

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, 2015. 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 mortgage loans,
subordinated debt, preferred equity, mezzanine loans 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 18 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 real estate investment trust ("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

In our complementary mortgage banking business segment, we primarily originate, sell and service multifamily and senior-living related
loans under programs offered by GSEs, such as the Federal
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National Mortgage Association ("Fannie Mae") and the Federal Home Loan Mortgage Corporation ("Freddie Mac") and by government
agencies, such as 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. 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 12 offices across the United States
as of December 31, 2015. We may also seek to make investments in Europe through Ares Management, which has offices in major cities across
Europe.

Investment 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 (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 asset portfolios.
In connection with evaluating potential strategic transactions and assets, 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 Securities and Exchange Commission ("SEC").

Our Target Assets

Our target investments in the principal lending business include senior mortgage loans, subordinated debt, preferred equity, mezzanine
loans and other CRE investment opportunities (our "principal lending target investments" and, together with our mortgage banking business, our
"target investments"). 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.

Investment Portfolio

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.
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Commercial Real Estate Loans

Senior Mortgage Loans: These mortgage loans are typically secured by first liens on commercial properties, including the
following property types: office, multifamily, retail, industrial, hospitality and mixed-use. 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.

Preferred Equity: 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.

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.

Other CRE Investments: To a lesser extent, we may invest in other loans and securities, subject to maintaining our
qualification as a REIT, including but not limited to commercial mortgage-backed securities, loans to real estate or
hospitality companies, debtor-in-possession loans and selected other income producing equity investments, such as triple net
lease equity.

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. As of December 31, 2015,
Ares Management had approximately 870 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 three distinct but complementary investment groups in
Credit, Private Equity and Real Estate is a market leader based on 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.
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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 14 to our consolidated financial
statements included in this annual report on Form 10-K.

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 capital markets volatility driving borrowers to adjust their expectations for the cost of certain types of financing. We
believe that this will result in increased demand for shorter duration and often floating rate products, which we anticipate will lead to increased
financing transaction volumes and benefit our deal flow. 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 19 lenders approved as both a Fannie Mae DUS and Freddie Mac Program Plus® Seller/Servicer as of December 31, 2015,
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 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

10
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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 Agreements

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 Citibank Facility, the BAML 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, along with the Capital One Facility, collectively,
the "Secured Funding Agreements"). We refer to the Warehouse Lines of Credit, the Secured Funding Agreements and the Secured Term Loan
(defined below) as the "Financing Agreements." While the borrowers under the Financing Agreements generally are our subsidiaries, all such
debt agreements (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 Secured Funding Agreements used to fund them.

Additionally, we have $75.0 million outstanding under our $155.0 million Credit and Guaranty Agreement (the "Secured Term Loan") with
Highbridge Principal Strategies, LLC, as administrative agent, and DBD Credit Funding LLC, as collateral agent. As of December 31, 2015, our
outstanding balance under the Financing Agreements was $622.6 million. In addition, we have approximately $255.3 million aggregate principal
amount of indebtedness outstanding under two securitizations as of December 31, 2015.

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital
Resources Summary of Financing Agreements” included in this annual report on Form 10-K for a further discussion of our borrowings as of
December 31, 2015.

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.

11
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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.

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"
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 14 to our consolidated financial statements included in this annual report on Form 10-K.

12
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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 Securities Exchange Act of 1934. This information is available free of charge by calling us collect at
(212) 750-7300 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.
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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 current term of our Management Agreement with our Manager expires on May 1, 2016, 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. We
will be responsible for our proportionate share of certain fees and expenses as determined by our Manager and Ares Management, including
legal, accounting and financial advisor fees and related costs, incurred in connection with the transactions relating to such investment
opportunities, regardless of whether such transactions are ultimately consummated by the parties thereto. 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 our business; instead it will be allocated between our business
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 current term of our Management Agreement with our Manager expires on May 1, 2016. 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 equal to three times the sum of the average annual base management fee and incentive fee received
by
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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.

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. No incentive fees were earned for the
years ended December 31, 2015, 2014 and 2013. 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 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.
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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 regulato