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PART 1. Financial Information

Item 1. Financial Statements

STAG Industrial, Inc. and STAG Predecessor Group

Consolidated and Combined Balance Sheets

(unaudited, dollars in thousands, except share data)

Assets

Rental Property:

Land

Buildings

Tenant improvements

Building improvements

Less: accumulated depreciation
Total rental property, net

Cash and cash equivalents
Restricted cash

Tenant accounts receivable, net
Prepaid expenses and other assets
Deferred financing fees, net
Leasing commissions, net
Goodwill

Due from related parties
Deferred leasing intangibles, net
Total assets

Liabilities and Equity
Liabilities:

Mortgage notes payable

Notes payable to related party
Credit facility

Accounts payable, accrued expenses and other liabilities
Interest rate swaps

Tenant prepaid rent and security deposits
Dividends payable

Deferred leasing intangibles, net
Due to related parties

Total liabilities

Predecessor s Owners deficit
Common stock $0.01 par value, 100,000,000 shares authorized, 15,893,309 shares
outstanding at June 30, 2011

STAG Industrial,

Inc.
June 30,
2011

59,481
338,945
19,650
8,612
(23,723)
402,965
13,307
5,637
4,229
1,954
2,485
158
4,923
737
95,224
531,619

255,870

3,253
1,893
3,538
4,871
1,916
746
272,087

159

STAG
Predecessor
Group
December 31,
2010

25,086
173,456
8,197
3,447
(19,261)
190,925
1,567
2,571
3,725
458
118
133

11,507
211,004

203,166
4,384

2,680
3,277
1,204

976

3,653

219,340
(8,336)
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Additional paid-in capital 177,906
Accumulated deficit (3,903)
Total stockholders and owner s deficit 174,162 (8,336)
Noncontrolling interest 85,370
Total equity (deficit) 259,532 (8,336)
Total liabilities and equity $ 531,619 $ 211,004

The accompanying notes are an integral part of these financial statements.




Revenue

Rental income

Tenant recoveries

Other income

Total revenue

Expenses

Property

General and administrative
Real estate taxes and insurance
Asset management fees
Property acquisition costs
Depreciation and amortization
Total expenses

Other income (expense)
Interest income

Interest expense

Gain (loss) on interest rate
swaps

Formation transaction costs
Total other income (expense)
Net loss

Net loss attributable to
noncontrolling interest

Net loss attributable to the
Company

Weighted average common
shares outstanding  basic and
diluted

Earnings per share
diluted

Dividends declared per
common share

basic and
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STAG Industrial, Inc. and STAG Predecessor Group

Consolidated and Combined Statements of Operations

(unaudited, dollars in thousands except per share data)

STAG
STAG STAG Predecessor STAG
Industrial, Predecessor Group Industrial,
Inc. Group Three Inc.
Period from Period from months Period from
April 20 to April 1 to ended April 20 to
June 30 April 19 June 30 June 30
2011 2010 2011
$ 9,670 $ 1,246 $ 6,250 $ 9,670 $
1,073 258 1,086 1,073
267 267
11,010 1,504 7,336 11,010
754 214 590 754
2,060 183 42 2,060
918 149 774 918
31 150
327 327
6,446 428 2,943 6,446
10,505 1,005 4,499 10,505
9 1 9
(3,185) (765) (3,403) (3,185)
500 177 (346) 500
(3,728) (3,728)
(6,404) (588) (3,748) (6,404)
$ (5,899) $ 89) $ 11) $ (5,899) $
$ (1,996) $ (1,996)
$ (3,903) $ (3,903)
15,153,646 15,153,646
$ (0.26) $ (0.26)
$ 0.2057 $ 0.2057

The accompanying notes are an integral part of these financial statements.

STAG
Predecessor
Group
Period from
January 1 to
April 19
2011

7,027 $
1,218

8,245
1,236
318
909
179

2,459
5,101

1
(4,136)

762

(3.373)
(229) $

STAG
Predecessor
Group
Six months
ended June 30
2010

12,574
2,445

15,019
1,745
231
1,569
297

5,326
9,168

2
(6,934)

(935)

(7,867)
(2,016)
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STAG Industrial, Inc. and STAG Predecessor Group

Consolidated and Combined Statements of Stockholders Equity

Common Shares

Shares

Period from January 1 to April 19, 2011

STAG Predecessor Group)

Balance, December 31, 2010

Contributions
Distributions

Net loss

Balance, April 19, 2011

Period from April 20 to June 30, 2011

STAG Industrial Inc.)

Balance, April 20, 2011

Proceeds from sale of common stock
Redemption of initial capitalization of

STAG Industrial, Inc.

Issuance of units for acquisition of

properties

Exchange of owners equity for units

Offering costs

Issuance of restricted stock
Dividends declared
Stock-based compensation

Rebalancing of noncontrolling interest

Net loss
Balance, June 30, 2011

Six Months ended June 30, 2010

(STAG Predecessor Group)

Balance, December 31, 2009

Distributions
Net loss
Balance, June 30, 2010

110
15,812,500

(110)

80,809

15,893,309

(unaudited, dollars in thousands)

The accompanying notes are an integral part of these financial statements.

Noncontrolling
Interest Unit
Additional Total holders in
Paidin Accumulated Predecessor s Stockholder s Operating

Amount Capital Deficit  Owner s Deficit Equity Partnership  Total Equity
$ $ $ $ (8,336) $ (8,336) $ $ (8,336)
4,420 4,420 4,420
(9,900) (9,900) (9,900)
(229) (229) (229)
$ $ $ $ (14,045) $ (14,045) $ $ (14,045)
2 (14,045) (14,043) (14,043)
158 205,405 205,563 205,563
@ (2 (¥)]
95,670 95,670

14, 045 14,045 (14,045)
(17,042) (17,042) (17,042)

1 (@))

(3,269) (3,269) (1,602) (4,871)
39 39 117 156

(7,226) (7,226) 7,226
(3,903) (3,903) (1,996) (5,899)
$ 159 $ 177,906 $ (3,903) $ $ 174,162 $ 85,370 $ 259,532
$ $ $ $ (1,521) $ (1,521) $ $ (1,521)
(1,712) (1,712) 1,712)
(2,016) (2,016) (2,016)
$ $ $ $ (5,249) $ (5,249) $ $ (5,249)
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STAG Industrial, Inc. and STAG Predecessor Group

Consolidated and Combined Statements of Cash Flows

(unaudited, dollars in thousands)

STAG
Predecessor
Group

Cash flows from operating activities:

Net loss

Adjustment to reconcile net loss to net cash provided by
operating activities:

Depreciation and amortization

Amortization of deferred financing costs
Intangible amortization in rental income
Tenant straight line receivable, net

(Gain) loss on interest rate swaps
Stock-based compensation expense

Change in assets and liabilities:

Tenant accounts receivable, net

Leasing commissions, net

Restricted cash -escrow

Prepaid expenses and other assets

Accounts payable, accrued expenses and other liabilities
Tenant prepaid rent and security deposits
Due to related parties

Due from related parties

Total adjustments

Net cash provided by operating activities
Cash flows from investing activities:
Additions of land and building improvements
Restricted cash escrow

Cash paid for contributed assets, net

Cash paid for deal deposits

Additions to lease intangibles

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock, net
Offering costs related to issuance of common stock

Redemption of initial capitalization of STAG Industrial, Inc.

shares

Proceeds from notes payable to related parties
Repayment of notes payable to related parties
Proceeds from secured corporate credit facility
Repayment of secured corporate credit facility
Proceed from mortgage notes payable
Repayment of mortgage notes payable
Termination of swap contracts

Payment of loan fees and costs

Stag Industrial, Inc.
(Period from April 20
to June 30, 2011)

(Period From
January 1 to
April 19, 2011

(5,899) $ (229) $
6,446 2,459
264 31
869 )
(326) (16)
(500) (762)
156
(42) 88
(25) 24)
(171)
450 (87)
(429) 106
843 169
746 767
(596) (141)
7,685 2,588
1,786 2,359
(12,349) (39)
(540) (542)
(2,159)
(1,065)
(5,686)
(21,799) (581)
205,563
(17,042)
(@)
789
(10,366)
11,000
(11,000)
11,400
(152,954) (1,180)
(894)
(2,662)

STAG
Predecessor
Group
(Six months
ended June 30, 2010)

(2,016)

5,326

58
(14)
(464)

935

360
(26)

159
(257)
(922)

1,559

28

6,742

4,726

(761)
(369)

(1,130)

(2,267)

10
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Distributions (2,679)
Net cash provided by (used in) financing activities 33,043 (3,070)
Increase (decrease) in cash and cash equivalents 13,030 (1,292)
Cash and cash equivalents beginning of period 277 1,567
Cash and cash equivalents end of period $ 13,307 $ 275 $

The accompanying notes are an integral part of these financial statements.

(1,712)

(3,979)

(383)
2,772
2,389

11
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STAG Industrial, Inc. and STAG Predecessor Group

Notes to Consolidated and Combined Financial Statements

(unaudited, dollars in thousands)

1. Organization and Description of Business

STAG Industrial, Inc. (the Company ) is a Maryland corporation formed on July 21, 2010 that did not have any operating activity until the
consummation of its initial public offering of common stock ( Offering ) and the related formation transactions (the Formation Transactions )
on April 20, 2011. The Company is the majority owner of the STAG Industrial Operating Partnership, L.P. (the Operating Partnership ), which
was formed on December 21, 2009. STAG Industrial GP, LLC (the GP ), which was formed as a Delaware limited liability company on
December 21, 2009, is a wholly owned subsidiary of the Company and is the sole general partner of the Operating Partnership. As of June 30,
2011, the Company owns 67.11% of the Operating Partnership. The Company is engaged in the business of acquiring, owning, leasing and
managing of real estate, consisting primarily of industrial properties located throughout the United States. As of June 30, 2011, we owned 93
properties in 26 states with approximately 14.2 million rentable square feet, consisting of 46 warehouse/distribution properties, 26
manufacturing properties and 21 flex/office properties, and our properties were 91.0% leased to 74 tenants. As used herein, STAG Industrial,
the Company, we, our and us refer to STAG Industrial, Inc. and its consolidated subsidiaries and partnerships except where context otherwise
requires. The financial information contained in this report that relates to the time period commencing April 20, 2011 and ending June 30, 2011
is the Company s financial information.

The Company s predecessor for accounting purposes is STAG Predecessor Group (or Predecessor ), which is not a legal entity, but a collection of
the real estate entities that were owned by STAG Investments III, LLC prior to the Offering. STAG Predecessor Group also was engaged in the
business of owning, leasing and operating real estate consisting primarily of industrial properties located throughout the United States. The

financial information contained in this report that relates to the time periods on or prior to April 19, 2011 is the Predecessor s financial

information.

The Company filed a Prospectus dated April 15, 2011 with the Securities and Exchange Commission ( SEC ) on April 18, 2011. On April 20,
2011, concurrent with the Offering of the common stock of the Company, the members of limited liability companies affiliated with the
Company (collectively, the Participants ) that held direct or indirect interests in their real estate properties ( Properties ) elected to take limited
partnership units in the Operating Partnership ( common units ) in exchange for the contribution of their Properties to the Company. The
Formation Transactions were designed to (i) continue the operations of Predecessor, (ii) enable the Company to raise the necessary capital to
acquire certain other properties, repay mortgage debt relating thereto and pay other indebtedness, (iii) fund costs, capital expenditures and
working capital, (iv) provide a vehicle for future acquisitions, (v) enable the Company to comply with requirements under the federal income tax
laws and regulations relating to real estate investment trusts, and (vi) preserve tax advantages for certain Participants.

The operations of the Company will be carried on primarily through the Operating Partnership. It is the intent of the Company to elect the status
of and qualify as a real estate investment trust ( REIT ) under Sections 856 through 860 of the Internal Revenue Code of 1986, as amended (the
Code ), commencing with the 2011 tax year. The Company is fully integrated, self-administered, and self-managed.

On April 20, 2011, in connection with the Offering, the following Formation Transactions were completed:

12
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We issued 13,750,000 shares of our common stock for $13.00 per share.

13
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STAG Industrial, Inc. and STAG Predecessor Group

Notes to Consolidated and Combined Financial Statements

(unaudited, dollars in thousands)

®  We acquired certain assets and related debt of STAG Predecessor Group and of the Participants. In exchange for such assets and related
debt, STAG Predecessor Group and the Participants were issued a total of 7,590,000 common units of the Operating Partnership, with an
aggregate value of approximately $98.7 million.

e We closed a loan agreement for a secured corporate revolving credit facility (the credit facility ) of up to $100 million with Bank of
America, N.A. ( Bank of America ) as administrative agent and Merrill Lynch, Pierce, Fenner & Smith Incorporated as lead arranger. The credit
facility has an accordion feature that allows us to request an increase in the total commitments of up to $100 million to $200 million under

certain circumstances.

e The net proceeds of the Offering, together with borrowings in the amount of approximately $11.0 million under our credit facility, repaid
approximately $164.7 million in certain outstanding indebtedness (including $2.5 million of direct costs associated with the obtaining and
retiring of indebtedness and the termination of interest rate swaps) and $0.3 million to pay transfer taxes and other fees.

We received net proceeds from the Offering of approximately $166.3 million, reflecting the gross proceeds of approximately $178.8 million, net
of underwriting fees of approximately $12.5 million. We incurred formation transaction costs and offering costs of $6.4 million. In connection
with the exercise of the underwriters overallotment option, on May 13, 2011, we issued an additional 2,062,500 shares of common stock at
$13.00 per share, generating an additional $26.8 million of gross proceeds and $25.0 million in net proceeds after the underwriters discount and
offering costs. All of the shares of common stock were sold by the Company and there were no selling stockholders in the Offering. On

May 17,2011, we used a portion of the proceeds from the exercise of the overallotment option to repay the $11.0 million outstanding under the
credit facility and retained the balance for future acquisitions and other general corporate needs.

2. Summary of Significant Accounting Policies

Interim Financial Information

The accompanying interim financial statements have been presented in conformity with accounting principles generally accepted in the United
States of America ( GAAP ) and with the instructions to Form 10-Q of Regulation S-X for interim financial information. Accordingly, these
statements do not include all of the information and notes required by GAAP for complete financial statements. In the opinion of management,
the accompanying interim financial statements include all adjustments, consisting of normal recurring items, necessary for their fair presentation
in conformity with GAAP. Interim results are not necessarily indicative of results for a full year. The information included in this Form 10-Q
should be read in conjunction with the audited financial statements as of December 31, 2010 and related notes thereto included in the Company s
Prospectus dated April 15, 2011, filed with the SEC on April 18, 2011 pursuant to Rule 424(b) under the Securities Act of 1933, as amended.

14
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Basis of Presentation

Our consolidated financial statements include the accounts of the Company, our Operating Partnership and our subsidiaries. The equity interests
of other limited partners in our Operating Partnership are reflected as noncontrolling interest. The combined financial statements of STAG
Predecessor Group include the accounts of STAG Predecessor Group and all entities in which STAG Predecessor Group had a controlling
interest. All significant intercompany balances and transactions have been eliminated in the combination of entities. The financial statements of
the Company are presented on a consolidated basis, for all periods presented and comprise the consolidated historical financial statements of the
transferred collection of real estate entities and holdings, upon the initial public offering. The combined financial information presented for
periods on or prior to April 19, 2011 relate solely to the STAG Predecessor Group. The financial statements for the quarter ending June 30, 2011
include the financial information of the Company, the Operating Partnership, our subsidiaries and STAG Predecessor Group. Where the

Company is referenced in comparisons of financial results for any date prior to and including April 19, 2011, the financial information
for such

15



Edgar Filing: STAG Industrial, Inc. - Form 10-Q

STAG Industrial, Inc. and STAG Predecessor Group

Notes to Consolidated and Combined Financial Statements

(unaudited, dollars in thousands)

period relates solely to the STAG Predecessor Group, notwithstanding Company being the reference.

Consolidated and Combined Statements of Cash Flows - Supplemental Disclosures

The following table provides supplemental disclosures related to the Consolidated and Combined Statements of Cash Flows (in thousands):

Supplemental cash flow information

Cash paid for interest

Supplemental schedule of noncash investing and financing
activities

Acquisition of tangible assets upon Formation Transactions
Acquisition of goodwill upon Formation Transactions
Acquisition of intangible assets upon Formation Transactions
Assumption of mortgage notes payable upon Formation
Transactions

Fair market value adjustment to mortage notes payable acquired
upon Formation Transactions

Assumption of related party notes payable upon Formation
Transactions

Acquisition of intangible liabilities upon Formation Transactions
Acquisition of interst rate swaps upon Formation Transactions
Acquisition of other liabilities upon Formation Transactions
Issuance of units for acquistion of net assets upon Formation
Transactions

Disposition of accrued lender fees upon Formation Transactions
Assumption of bridge loan for Option Properties upon
Formation Transactions

Assumption of note payable to related party for Option
Properties upon Formation Transactions

Assumption of interest rate swaps to related party for Option
Properties upon Formation Transactions

Accrued distribution upon Formation Transactions

Estimates

@ HBH P

@ BHPH P

@ P

Stag Industrial, Inc.
(Period from April
20 to June 30, 2011)

2,927
204,116
4,923
83,442
(190,548)
(141)
(4,466)
(1,066)
(420)
(171)

95,670

@ BhPH P @ @ HhH P

@ P

STAG Predecessor

Group
(Period from

January 1 to April

19, 2011)

2,433

4,420
(4,750)
(727)

(352)
(1,392)

$

@ L L

@B LB LB

$
$

$
$
$

STAG Predecessor

Group

(Six months ended

June 30, 2010)

5,668

16
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The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Rental Property and Depreciation

The Company evaluates the carrying value of all tangible and intangible real estate assets held for use for possible impairment when an event or
change in circumstance has occurred that indicates their carrying value may not be recoverable. The evaluation includes estimating and
reviewing anticipated future undiscounted cash flows to be derived from the asset and the ultimate sale of the asset. If such cash flows are less
than the asset s carrying value, an impairment charge is recognized to the extent by which the asset s carrying value exceeds the estimated fair
value. Estimating future cash flows is highly subjective and such estimates could differ materially from actual results. For the periods presented,
no impairment charges were recognized.

For properties considered held for sale, the Company ceases depreciating the properties and values the properties at the lower of depreciated cost

or fair value, less costs to dispose. If circumstances arise that were previously considered unlikely, and, as a result, the Company decided not to

sell a property previously classified as held for sale, the Company will reclassify such property as held and used. Such property is measured at

the lower of its carrying amount (adjusted for any depreciation and amortization expense that would have been recognized had the property been
continuously classified as held and used) or fair value at the date of the subsequent decision not to sell. The Company classifies properties as

held for sale when all criteria within the Financial Accounting Standards Board s (the FASB ) Accounting Standard Codification ( ASC ) 360
Property, Plant and Equipment ( ASC 360 ) (formerly known as Statement of Financial Accounting Standard ( SFAS ) No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets) are met.

Depreciation expense is computed using the straight-line method based on the following useful lives:

Buildings 40 years
Building and land improvements 5-20 years
Tenant improvements Shorter of useful life or terms of related lease

Expenditures for tenant improvements, leasehold improvements and leasing commissions are capitalized and amortized or depreciated over the
shorter of their useful lives or the terms of each specific lease. Repairs and maintenance are charged to expense when incurred. Expenditures for
improvements are capitalized.

The Company accounts for all acquisitions in accordance with ASC 805, Business Combinations, (formerly known as SFAS No. 141(R)). Upon
acquisition of a property, the Company allocates the purchase price of the property based upon the fair value of the assets and liabilities
acquired, which generally consist of land, buildings, tenant improvements and intangible assets including in-place leases, above market and
below market leases and tenant relationships. The Company allocates the purchase price to the fair value of the tangible assets of an acquired
property by valuing the property as if it were vacant. Acquired above and below market leases are valued based on the present value of the
difference between prevailing market rates and the in-place rates measured over a period equal to the remaining term of the lease for above
market leases and the initial term plus the term of any below market fixed rate renewal options for below market leases that are considered
bargain renewal options. The above market lease values are amortized as a reduction of rental income over the remaining term of the respective
leases, and the below market lease values are amortized as an increase to rental income over the remaining initial terms plus the terms of any
below market fixed rate renewal options that are considered bargain renewal options of the respective leases.

17
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STAG Industrial, Inc. and STAG Predecessor Group

Notes to Consolidated and Combined Financial Statements

(unaudited, dollars in thousands)

The purchase price is further allocated to in-place lease values and tenant relationships based on the Company s evaluation of the specific
characteristics of each tenant s lease and its overall relationship with the respective tenant. The value of in-place lease intangibles and tenant
relationships, which are included as components of deferred leasing intangibles, are amortized over the remaining lease term (and expected
renewal periods of the respective lease for tenant relationships) as adjustments to depreciation and amortization expense. If a tenant terminates
its lease, the unamortized portion of leasing commissions, above and below market leases, the in-place lease value and tenant relationships are
immediately written off.

Tenant Accounts Receivable, net

The Company provides an allowance for doubtful accounts against the portion of tenant accounts receivable which is estimated to be
uncollectible. As of June 30, 2011 and December 31, 2010, the Company had an allowance for doubtful accounts of $55 and $198, respectively.

The Company accrues rental revenue earned, but not yet receivable, in accordance with GAAP. As of June 30, 2011 and December 31, 2010, the
Company had accrued rental revenue of $3.8 million and $3.3 million, respectively, which is reflected in tenant accounts receivable, net on the
accompanying balance sheets. The Company maintains an allowance for estimated losses that may result from those revenues. If a tenant fails to
make contractual payments beyond any allowance, the Company may recognize additional bad debt expense in future periods equal to the
amount of unpaid rent and accrued rental revenue. As of June 30, 2011 and December 31, 2010, the Company had an allowance on accrued
rental revenue of $0.4 million and $0.3 million, respectively.

As of June 30, 2011 and December 31, 2010, the Company had a total of approximately $3.6 million and $2.2 million, respectively, of total
lease security deposits available in existing letters of credit; and $1,187 and $623, respectively, of lease security deposits available in cash.

Goodwill

The excess of the cost of an acquired business over the net of the amounts assigned to assets acquired (including identified intangible assets) and
liabilities assumed is recorded as goodwill. Goodwill of the Company represents amounts allocated to the assembled workforce from the
acquired management company. The Company s goodwill has an indeterminate life and is not amortized, but is tested for impairment on an
annual basis, or more frequently if events or changes in circumstances indicate that the asset might be impaired. No impairment charge was
recognized.

19
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Derivative Financial Instruments and Hedging Activities

The Company accounts for its interest rate swaps in accordance with the FASB s ASC 815, Derivatives and Hedging. The Company has not
designated the interest rate swaps as hedge instruments for accounting purposes. Accordingly, the Company recognizes the fair value of the
interest rate swaps as an asset or liability on the consolidated balance sheets with the changes in fair value recognized in the consolidated
statements of operations.

By using interest rate swaps, the Company exposes itself to market and credit risk. Market risk is the risk of an adverse effect on the value of a
financial instrument that results from a change in interest rates. Credit risk is the risk of failure of the counterparty to perform under the terms of
the contract. The Company minimizes the credit risk in an interest rate swap by entering into transactions with high-quality counterparties. The
Company s exposure to credit risk at any point is generally limited to amounts recorded as assets or liabilities on the consolidated balance sheets.

Fair Value of Financial Instruments

Financial instruments include cash and cash equivalents, tenant accounts receivable, interest rate swaps, accounts payable, other accrued
expenses and mortgage notes payable. The fair values of the cash and cash equivalents, tenant accounts receivable, accounts payable and other
accrued expenses approximate their carrying or contract values because of the short term maturity of these instruments. See Note 5 for the fair
values of our debt.
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See Note 6 for the fair values of our interest rate swaps. The carrying value of notes payable to related parties approximates fair value.

Offering Costs

In connection with the Offering, certain Company affiliates have incurred legal, accounting, and related costs, which were reimbursed by the
Company upon the consummation of the Offering. Such costs were deducted from the gross proceeds of the Offering.

Revenue Recognition

Rental revenue is recognized on a straight-line basis over the term of the lease when collectability is reasonably assured. Differences between
rental revenue earned and amounts due under the lease are charged or credited, as applicable, to accrued rental revenue. Additional rents from
expense reimbursements for insurance, real estate taxes and certain other expenses are recognized in the period in which the related expenses are
incurred.

Early lease termination fees are recorded in rental income on a straight-line basis from the notification date of such termination to the then
remaining (not the original) lease term, if any, or upon collection if collection is not assured.

We earn revenues from asset management fees, which are included in our statements of operations in other income. We recognize revenues
from asset management fees when the related fees are earned and are realized or realizable.

Certain tenants are obligated to pay directly their obligations under their leases for insurance, real estate taxes and certain other expenses and
these costs, which have been assumed by the tenants under the terms of their respective leases, are not reflected in the Company s consolidated
financial statements. To the extent any tenant responsible for these costs under their respective lease defaults on its lease or it is deemed probable
that it will fail to pay for such costs, we would record a liability for such obligation. The Company estimates that real estate taxes, which are the
responsibility of these certain tenants, were approximately $0.5 million for the period January 1 to April 19, 2011, $0.1 million for the period
April 1 to April 19, 2011, and $1.0 million for the period April 20 to June 30,2011. The Company does not recognize recovery revenue related
to leases where the tenant has assumed the cost for real estate taxes, insurance, and certain other expenses.
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Stock-Based Employee Compensation Plans

We grant stock-based compensation awards to our employees and directors typically in the form of restricted shares of common stock and
long-term incentive plan units in the Operating Partnership ( LTIP units ). The Company accounts for its stock-based employee compensation in
accordance with ASC 718, Compensation  Stock Compensation. We measure stock-based compensation expense based on the fair value of the
awards on the grant date and recognize the expense ratably over the vesting period.

Income Taxes

Prior to the Offering, the Predecessor was comprised primarily of limited partnerships and limited liability companies. Under applicable federal
and state income tax rules, the allocated share of net income or loss from the limited partnerships and limited liability companies was reportable
in the income tax returns of the respective partners and members.

The Company intends to elect to be taxed as a REIT under the Code commencing with the taxable year ending December 31, 2011. To qualify
as a REIT, we are required to distribute at least 90% of our REIT taxable income to our stockholders and meet the various other requirements
imposed by the Code relating to such matters as operating results, asset holdings, distribution levels and diversity of stock ownership. Provided
we qualify for taxation as a REIT, we are generally not subject to corporate level income tax on the earnings distributed currently to our
stockholders that we derive from our REIT qualifying activities. If we fail to qualify
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as a REIT in any taxable year, and are unable to avail ourselves of certain savings provisions set forth in the Code, all of our taxable income
would be subject to federal income tax at regular corporate rates, including any applicable alternative minimum tax.

The Company will not be required to make distributions with respect to income derived from the activities conducted through subsidiaries that
the Company elects to treat as taxable REIT subsidiaries ( TRS ) for federal income tax purposes. Certain activities that we undertake must be
conducted by a TRS, such as performing non-customary services for our tenants and holding assets that we cannot hold directly. A TRS is
subject to federal and state income taxes.

The Company currently has no liabilities for uncertain tax positions.

Earnings Per Share

Basic earnings per share ( EPS ) is computed by dividing net income available to common stockholders, as adjusted for unallocated earnings (if
any) of certain securities issued by the Operating Partnership, by the weighted average number of shares of Common Stock outstanding during
the year. Diluted EPS reflects the potential dilution that could occur from shares issuable in connection with awards under stock-based
compensation plans and conversion of the noncontrolling interests in the Operating Partnership.

Segment Reporting

The Company manages its operations on a consolidated, single segment basis for purposes of assessing performance and making operating
decisions and, accordingly, has only one reporting segment.

3. Acquisitions

As part of the Formation Transactions, STAG Investments IV, LLC and STAG GI Investments, LLC (referred to as the STAG Contribution
Group in the Prospectus) contributed 100% of their real estate entities and operations in exchange for 7.3 million common units in the Operating
Partnership valued at $13.00 per common unit. The members of STAG Capital Partners, LLC and STAG Capital Partners III, LLC (referred to

as the Management Company in the Prospectus), contributed 100% of those entities assets and liabilities in exchange for 38,621 common units
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in the Operating Partnership valued at $13.00 per common unit. The contribution of interests in these entities was accounted for as an
acquisition under the acquisition method of accounting and recognized at the estimated fair value of acquired assets and assumed liabilities on
the date of such contribution. STAG Predecessor Group, which includes the entity that is considered our accounting acquirer, is part of our
predecessor business and therefore the assets and liabilities of STAG Predecessor Group were accounted for at carryover basis.

The fair values assigned to identifiable intangible assets acquired were based on estimates and assumptions determined by the Company s
management. Using information available at the time the acquisition closed, we allocated the total consideration to tangible assets and liabilities,
identified intangible assets and liabilities, and goodwill.

As part of the Offering and the Formation Transactions, we incurred $17 million of offering costs, which are included as a reduction of
additional paid-in capital on the consolidated balance sheet. We also incurred $3.7 million of transaction costs associated with the Formation
Transactions, which are included in formation transaction costs on the consolidated statement of operations.

On May 26, 2011, we acquired an approximately 231,000 square foot manufacturing and distribution facility located in Lansing, Michigan. The
facility is 100% leased to JCIM, LLC ( JCIM ), a subsidiary of the public company, Johnson Controls, Inc. (NYSE: JCI). The purchase price of
the JCIM acquisition was approximately $14.1 million, excluding closing costs of approximately $0.2 million, which are included in property
acquisition costs on the consolidated statement of operations. The purchase was funded using cash on hand and approximately $9.1 million of
debt under our CIGNA-2 (as defined in Note 5) facility.

10
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On June 30, 2011, we acquired an approximately 101,500 square foot manufacturing and distribution facility located in Fort Worth, Texas. The
facility is 100% leased to Ecolab, Inc. ( Ecolab ), a public company (NYSE: ECL) that engages in the development, manufacture, sale, and
service of products that clean, sanitize, and promote food safety and infection prevention. The purchase price of the Ecolab acquisition was
approximately $3.6 million, excluding closing costs of approximately $0.1 million, which are included in property acquisition costs on the
consolidated statement of operations. The purchase was funded using cash on hand and approximately $2.4 million of debt under our CIGNA-2
facility.

The fair values assigned to identifiable intangible assets acquired were based on estimates and assumptions determined by management. Using
information available at the time the acquisition closed, we allocated the total consideration to tangible assets and liabilities and identified
intangible assets and liabilities. We may adjust the preliminary purchase price allocation after obtaining more information about asset valuations
and liabilities assumed.

As of June 30, 2011, we had approximately $4.9 million of goodwill. Goodwill of the Company represents amounts allocated to the assembled
workforce from the acquired management company. The Company s goodwill has an indeterminate life and is not amortized, but is tested for
impairment on an annual basis, or more frequently if events or changes in circumstances indicate that the asset might be impaired.

The following table summarizes the allocation of the consideration paid for the acquired assets and liabilities in connection with the Formation
Transactions and the acquisitions of manufacturing and distribution facilities located in Lansing, Michigan, 100% leased to JCIM, and in Fort
Worth, Texas, 100% leased to Ecolab was as follows (in thousands) at the date of acquisition:

Weighted
Average
Amortization
Formation Period (years)
Transactions (1) JCIM Ecolab Total Lease Intangibles
Land $ 33,506 $ 501 $ 3890 $ 34,396 N/A
Buildings and improvements 159,815 7,706 2,766 170,287 N/A
Tenant improvements 10,795 458 199 11,452 N/A
Above market rents 22,881 2,543 25,424 7.8
Below market rents (1,066) 90) (1,156) 7.7
In place lease intangibles 35,565 2,376 248 38,189 6.4
Customer relationships 24,996 521 88 25,605 8.1
Other liabilities 171) 171) N/A
Interest rate swaps (420) (420) N/A
Goodwill 4,923 4,923 N/A
Above/below market assumed debt adjustment (141) (141) N/A
Total aggregate purchase price 290,683 14,105 3,600 308,388
Less: Long-term liabilities assumed (195,013) (195,013)
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Net assets acquired $ 95,670 $ 14,105 $ 3,600 $ 113,375

(1) Net assets acquired represent a non-cash transaction, which is provided in detail above as supplemental cash flow information.

We have included the results of operations for each of these acquired entities in our consolidated statement of operations from the date of
acquisition. For the period April 20 to June 30, 2011, the acquired entities contributed $6.4 million to total revenue and $1.3 million to net loss
(including property acquisition costs of $327 related to the JCIM and Ecolab acquisitions).

The accompanying unaudited pro forma information for the six months ended June 30, 2011 and 2010 is presented as if the Formation
Transactions and the acquisitions of the JCIM and Ecolab properties had occurred at January 1, 2010. This unaudited pro forma information is
based on the historical consolidated and combined financial statements and should be read in conjunction
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with the consolidated financial statements and notes thereto. This pro forma information does not purport to represent what the actual results of
operations of the Company would have been had the above occurred, nor do they purport to predict the results of operations of future periods.

Six Months Ended June 30, 2011

STAG JCIM and
Pro Forma (in thousands) Industrial, Inc. Ecolab(1) Total
Total revenue $ 28,387 $ 519 $ 28,906
Net income (loss) (7,339) 304 $ (7,035)
Net income (loss) attributable to the Company $ (4,856) $ 201 $ (4,655)
Weighted average shares outstanding 15,153,646
Net loss per share attributable to the Company $ (0.31)

Six Months Ended June 30, 2010

STAG JCIM and
Pro Forma (in thousands) Industrial, Inc. Ecolab(1) Total
Total revenue $ 29,980 $ 760 $ 30,740
Net income (loss) (4,940) 542 $ (4,398)
Net income (loss) attributable to the Company $ (3,268) $ 359 $ (2,909)
Weighted average shares outstanding 15,153,646
Net loss per share attributable to the Company $ (0.19)

(1) Pro forma amounts reflect the results of operations had JCIM and Ecolab been acquired as of the first day of the period presented through
and including the date prior to acquisition or May 25, 2011 and June 29, 2011, respectively. Actual results from and including the date of
acquisition through June 30, 2011 are included within the pro forma results of STAG Industrial, Inc. within the tables above.

4. Deferred Leasing Intangibles

Deferred leasing intangibles included in total assets consisted of the following (in thousands):

June 30, December 31,
2011 2010
In-place leases $ 40,834 $ 11,594
Less: Accumulated amortization (8,970) (6,363)
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In-place leases, net 31,864 5,231
Above market leases 28,130 2,705
Less: Accumulated amortization (2,436) (1,354)
Above market leases, net 25,694 1,351
Tenant relationships 28,890 3,285
Less: Accumulated amortization (2,580) (1,454)
Tenant relationships, net 26,310 1,831
Leasing commission 14,438 5,492
Less: Accumulated amortization (3,082) (2,398)
Lease commission, net 11,356 3,094
Total deferred leasing intangibles, net $ 95,224 $ 11,507

Deferred leasing intangibles included in total liabilities consisted of the following (in thousands):

June 30, December 31,
2011 2010
Below market leases $ 3812 $ 2,656
Less: Accumulated amortization (1,896) (1,680)
Total deferred leasing intangibles, net $ 1916 $ 976

12
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Amortization expense related to in-place leases, lease commissions and tenant relationships of deferred leasing intangibles was $746 for the
period January 1 to April 19, 2011, $130 for the period April 1 to April 19, 2011, $3,671 for the period April 20 to June 30, 2011, and $1,256
and $2,162 for the three and six months ended June 30, 2010, respectively. Rental income increased (decreased) by $2 for the period January 1
to April 19, 2011, $(2) for the period April 1 to April 19, 2011, and $(869) for the period April 20 to June 30, 2011, related to net amortization
of above (below) market leases, respectively, and $40 and $14 for the three and six months ended June 30, 2010, respectively.

Amortization related to deferred leasing intangibles over the next five years is as follows (in thousands):

Estimated Net Amortization Net Decrease (Increase) to Rental

of In-Place Leases and Revenue Related to Above and

Tenant Relationships Below Market Leases
Remainder of 2011 $ 7571 $ 1,808
2012 13,288 3,562
2013 10,295 3,456
2014 9,181 3,125
2015 7,428 2,927

5. Debt

Payments on mortgage notes are generally due in monthly installments of principal amortization and interest. A summary of mortgage notes
payable as of June 30, 2011 and December 31, 2010 follows (in thousands):

Principal Principal
outstanding as of outstanding as of

June 30, December 31, Current
Loan Interest Rate (1) 2011 2010 Maturity
Anglo Irish Master Loan - Variable Amount N/A $ $ 10,954 N/A
Anglo Irish Master Loan - Fixed Amount 5.165% 140,688 157,815 Oct-31-2013
Anglo Irish Bridge Loan N/A 34,397 N/A
CIGNA-1 6.50% 60,714 Feb-1-2018
CIGNA-2. 5.75% 45,943 Feb-1-2018
CIBC, Inc. 7.05% 8,525 Aug-1-2027
Credit Facility Libor + 3.00% Apr-20-2014

$ 255,870 $ 203,166

(1) Current interest rate as of June 30, 2011. At June 30, 2011, the one-month LIBOR rate was 0.186%.
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The Company is party to a master loan agreement with Anglo Irish Bank Corporation Limited ( Anglo Irish ). As of June 30, 2011 and
December 31, 2010, the outstanding balance under this loan agreement was $140,688 and $168,769, respectively. As part of the Formation
Transactions, the maturity date of the Anglo Irish master loan was extended from January 2012 to October 2013. The Company was also party
to a bridge loan agreement with Anglo Irish. As of June 30, 2011 and December 31, 2010, the outstanding balance under this bridge loan
agreement was $0 and $34,397, respectively. Upon the Formation Transactions, approximately $4.8 million of the bridge loan related to three
vacant properties in Fund III (the Option Properties ) was assumed and paid in full with Offering proceeds. Upon approval of our independent
directors, we will have the right to acquire any of the Option Properties individually at fair market value. The Company also made a partial
paydown of the Anglo Irish master loan in the amount of $26.4 million.

Upon consummation of the Formation Transactions, the Company assumed the following debt:

e anote under the loan from Connecticut General Life Insurance Company ( CIGNA ) with an estimated outstanding balance of approximately
$60.7 million and an interest rate of 6.50% per annum, secured by certain properties formerly owned by STAG GI, scheduled to mature on
February 1, 2018 ( CIGNA-1 );

13
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e anote under the loan from CIGNA with an estimated outstanding balance of approximately $34.6 million and an interest rate of 5.75% per
annum, secured by certain properties formerly owned by STAG GI, scheduled to mature on February 1, 2018 (which had approximately
$30.4 million in borrowing capacity remaining upon consummation of the Formation Transactions) ( CIGNA-2 ); and

e anote from CIBC, Inc. with an estimated outstanding balance of $8.5 million and an interest rate of 7.05% per annum, secured by a
property formerly owned by STAG GI, scheduled to mature on August 1, 2027. The interest rate increases to the greater of 9.05% and the
treasury rate as of August 1, 2012 plus 2% beginning in August 2012 and continues through maturity but is prepayable at par on August 31,
2012.

Concurrent with the Formation Transactions, borrowings in the amount of approximately $11.0 million were drawn under the credit facility and
subsequently paid down during the period ended June 30, 2011.

Pursuant to the provisions of ASC 805, the assumed notes were recorded at fair value. The carrying values of all debt assumed (for purposes of
clarity, excluding Predecessor debt) approximated fair value with the exception of the note from CIBC, Inc. for which a fair value premium of
approximately $141 was recorded.

The Company borrowed against the CIGNA-2 facility in the amount of $9.1 million for the purchase of the JCIM asset and in the amount of
$2.4 million for the Ecolab asset discussed in Note 3, leaving an outstanding borrowing capacity of approximately $19 million as of June 30,
2011.

The credit facility is secured by, among other things, 19 mortgages granted by various indirect subsidiaries of our Operating Partnership. The
credit facility has an accordion feature that allows us to request an increase in the total commitments of up to $100 million to $200 million. The
interest rate on the credit facility varies depending upon our consolidated debt to total asset value ratio. As of June 30, 2011 the interest rate for
our credit facility is LIBOR plus 3.00%. During the quarter, with proceeds from the underwriters exercise of their overallotment option, the
Company paid down the borrowings in full under the credit facility. The Company currently pays an unused commitment fee equal to 0.50% of
the unused portion of the credit facility. During the period April 20 to June 30, 2011, the Company incurred $94 in unused fees, which are
included in interest expense on the consolidated statement of operations. The Company incurred $1.8 million of costs related to the credit
facility, which is included in deferred financing fees, net on the consolidated balance sheet.

The Anglo Irish master loan, Anglo Irish bridge loan, the CIGNA-1 and the CIGNA-2 facilities, the CIBC loan and the credit facility are secured
by the specific properties financed under the loans and a first priority collateral assignment of the specific leases and rents. The Anglo Irish
master loan, CIGNA-1 and the CIGNA-2 facilities, and credit facility are subject to certain financial covenants. The Company was in
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compliance with all financial covenants as of June 30, 2011 and the Predecessor was in compliance with all applicable financial covenants as of
December 31, 2010.

The fair value of the Company s debt was determined by discounting the future cash flows using the current rates at which loans would be made
to borrowers with similar credit ratings for loans with similar remaining maturities and similar loan-to-value ratios. The following table presents
the aggregate carrying value of the Company s debt and the corresponding estimate of fair value as of June 30, 2011 and December 31, 2010 (in
thousands):

June 30, 2011 December 31, 2010
Carrying Fair Carrying Fair
Amount Value Amount Value
$ 255,870 $ 255,354  $ 203,166 $ 200,866
14
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6. Use of Derivative Financial Instruments

The Company s use of derivative instruments is limited to the utilization of interest rate swaps to manage interest rate risk exposures and not for
speculative purposes. The principal objective of such arrangements is to minimize the risks and/or costs associated with the Company s operating
and financial structure, as well as to hedge specific transactions.

STAG Predecessor Group entered into an interest rate swap to hedge against interest rate risk on its variable rate loan with Anglo Irish, which is
part of the debt contributed to the Company. In connection with the Formation Transactions, the Company assumed and terminated an interest
rate swap for $0.3 million with Citizens Bank, N.A. with a notional amount of $45.0 million. The Company also assumed a swap with Bank of
America with a notional amount of $31.0 million and terms to receive LIBOR and pay 1.67%, with an expiration date of August 1, 2011. This
swap was secured under our credit facility. A summary of the fair values of interest rate swaps outstanding as of June 30, 2011 and

December 31, 2010 is as follows (in thousands):

Fair Value Fair Value
Notional Amount June 30, December 31,
June 30, 2011 2011 2010
Anglo Irish Master Loan Swap $ 141,000 $ (1,816) $ (3,277)
Bank of America 31,000 a7

The Company adopted the fair value measurement provisions for its interest rate swaps recorded at fair value. The guidance establishes a
three-tier value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include: Level 1, defined as observable inputs
such as quoted prices in active markets; Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly
observable; and Level 3, defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own
assumptions. The valuation of these instruments is determined using widely accepted valuation techniques including discounted cash flow
analysis on the expected cash flows of each derivative. This analysis reflects the contractual terms of the derivatives, including the period to
maturity, and uses observable market-based inputs, including interest rate curves. The fair values of interest rate swaps are determined using the
market standard methodology of netting the discounted future fixed cash payments and the discounted expected variable cash receipts. The
variable cash receipts are based on an expectation of future interest rates (forward curves) derived from observable market interest rate curves.
As of June 30, 2011 and December 31, 2010, the Company applied the provisions of this standard to the valuation of its interest rate swaps,
which are the only financial instruments measured at fair value on a recurring basis.

The Company recognized gains relating to the change in fair market value of its interest rate swaps of $177, $762, and $500 for the period
April 1 to April 19, 2011, the period January 1 to April 19, 2011, and the period April 20 to June 30, 2011, respectively. The Company
recognized losses relating to the change in fair market value of its interest rate swaps of $346 and $935 for the three and six months ended June
30, 2010, respectively.
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The following sets forth the Company s financial instruments that are accounted for at fair value on a recurring basis as of June 30, 2011 and
December 31, 2010 (in thousands):

Fair Market Measurements as of
June 30, 2011 Using:

Quoted Prices Significant
In Active Other
Markets for Observable Unobservable
June 30, Identical Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Liabilities:
Interest Rate Swaps $ (1,893) $ (1,893)
Fair Market Measurements as of
December 31, 2010 Using:
Quoted Prices Significant
In Active Other
Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
Liabilities:
Interest Rate Swap $ (3,277) $ (3,277)
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7. Stockholders Equity

Common Stock

At December 31, 2010, STAG Industrial, Inc. had 110 shares of common stock outstanding at a par value of $0.01. The shares were redeemed
concurrently with the Formation Transactions. On April 20, 2011, we completed the Offering of our common stock. The Offering resulted in
the sale of 13,750,000 shares of our common stock at a price of $13.00 per share. The Company received net proceeds of $166.3 million,

reflecting gross proceeds of $178.8 million, net of underwriting fees of $12.5 million. We incurred formation transaction costs and offering costs
of $6.4 million. On May 13, 2011, the underwriters of the Company s Offering exercised their option to purchase an additional 2,062,500 shares
of common stock at $13.00 per share, generating an additional $26.8 million of gross proceeds and $25 million in net proceeds after the
underwriters discount and offering costs. The total gross proceeds to the Company from the Offering and the exercise of the overallotment
option resulted in approximately $205.6 million. Total underwriters discounts, commissions and offering costs of $17.0 million are reflected as
a reduction to additional paid-in capital in the consolidated balance sheet of the Company. Total formation transaction costs incurred and paid
were $3.7 million.

Preferred Stock

The Company is authorized to issue 10,000,000 shares of preferred stock at a par value of $0.01 per share. At June 30, 2011, there were no
shares of preferred stock issued or outstanding.

Restricted Stock-Based Compensation

Concurrently with the closing of the Offering, we made grants of restricted shares of our common stock to certain employees of the Company.
These awards were made pursuant to our 2011 Equity Incentive Plan (the 2011 Plan ). At such time, we granted to such employees a total of
80,809 restricted shares that are subject to time-based vesting with a fair value of $1.0 million. The awards subject to time-based vesting will
vest, subject to the recipient s continued employment, in five equal installments on each anniversary of the date of grant. Holders of restricted
stock have voting rights and rights to receive dividends. Restricted stock may not be sold, assigned, transferred, pledged or otherwise disposed
of and is subject to a risk of forfeiture prior to the expiration of the applicable vesting period. The restricted stock fair value on the date of grant
is amortized on a straight-line basis as stock-based compensation expense over the service period during which term the stock fully vests.
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None of the restricted shares were vested as of June 30, 2011. We recognize non-cash compensation expense ratably over the vesting period,
and accordingly, we recognized $39 in non-cash compensation expense for the period April 20 to June 30, 2011. We recognized zero non-cash
compensation expense for the periods April 1 to April 19, 2011 and January 1 to April 19, 2011. Unrecognized compensation expense for the
remaining life of the award was $0.9 million. As of June 30, 2011, there were no forfeitures of restricted shares.

All of our directors have elected to receive common shares in lieu of cash for their fees for serving as members and/or chairmen of various
committees for the period ended June 30, 2011 and for the remaining quarters of 2011.

8. Noncontrolling Interest

Noncontrolling Common Units

Noncontrolling interests in our Operating Partnership are interests in the Operating Partnership that are not owned by us. Noncontrolling
interests consisted of 7,590,000 common units (the noncontrolling common units ) and LTIP units of 200,441, which in total represented
approximately 32.89% of the ownership interests in our Operating Partnership at June 30, 2011. The noncontrolling common units were issued
at fair value at the time of the Formation Transactions for an issuance price of $13.00 per common unit. Common units and shares of our
common stock have essentially the same economic characteristics in that common units and shares of our common stock share equally in the
total net income or loss distributions of our Operating Partnership. Investors who own common units have the right to cause our Operating
Partnership to redeem any or all of their common units for cash
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equal to the then-current market value of one share of our common stock, or, at our election, shares of our common stock on a one-for-one
basis. All common units will receive the same quarterly distribution as the per share dividends on common stock.

Upon a material equity transaction in the operating partnership which results in an accretion of the member s capital account to the economic
value equivalent of the common units, LTIP units will be converted to common units. As of June 30, 2011, none of the vested LTIP units met
the aforementioned criteria.

The Company periodically adjusts the carrying value of noncontrolling interest to reflect its share of the book value of the Operating Partnership.
Such adjustments are recorded to additional paid in capital as a reallocation of noncontrolling interest in the accompanying consolidated
statements of equity.

LTIP Units

Pursuant to the 2011 Plan, we may grant LTIP units in the Operating Partnership. LTIP units, which we grant either as free-standing awards or
together with other awards under the 2011 Plan, are valued by reference to the value of our common stock, and are subject to such conditions
and restrictions as our compensation committee may determine, including continued employment or service, computation of financial metrics
and achievement of pre-established performance goals and objectives. Vested LTIP units can be converted to common units in the Operating
Partnership on a one-for-one basis. All LTIP units, whether vested or not, will receive the same quarterly per unit distributions as common
units, which equal per share dividends on common stock.

Concurrently with the closing of the Offering, we made grants of LTIP units to certain senior executive officers pursuant to the terms of their
employment agreements. These awards were made pursuant to our 2011 Plan. At such time, we granted to such executive officers a total of
159,046 LTIP units. We also granted our non-employee, independent directors a total of 41,395 LTIP units pursuant to the 2011 Plan.

On April 20, 2011, a total of 200,441 LTIP units were granted to certain senior executives and non-employee, independent directors, which vest
quarterly over five years, with the first vesting date being June 30, 2011. As of June 30, 2011, there were not forfeitures of LTIP units. The total
fair value of the LTIP units was approximately $2.3 million at the date of grant, which was determined by a lattice binomial option-pricing
model based on a Monte Carlo simulation using a volatility factor of 50% and a risk-free interest rate of 3.40%. 10,022 LTIP units were vested
June 30, 2011. We recognized $0.1 million in non-cash compensation expense for the period April 20 to June 30, 2011. We recognized zero
non-cash compensation expense for the periods April 1 to April 19, 2011 and January 1 to April 19, 2011. Unrecognized compensation expense
was $2.2 million.
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9. Earnings Per Share

We use the two-class method of computing earnings per common share, which is an earnings allocation formula that determines earnings per
share for common stock and any participating securities according to dividends declared (whether paid or unpaid) and participation rights in
undistributed earnings. Under the two-class method, earnings per common share are computed by dividing the sum of distributed earnings to
common stockholders and undistributed earnings allocated to common stockholders by the weighted average number of common shares
outstanding for the period.

A participating security is defined by GAAP as an unvested stock-based payment award containing non-forfeitable rights to dividends and must

be included in the computation of earnings per share pursuant to the two-class method. Nonvested restricted stock and LTIP units are
considered participating securities as these share-based awards contain non-forfeitable rights to dividends irrespective of whether the awards

ultimately vest or expire. During the period from April 20 to June 30, 2011, there were 80,809 and 190,419 unvested restricted stock shares and

unvested LTIP units, respectively, that were considered